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PRESIDENT'S  MEDICARE  PROPOSALS 


MONDAY,  FEBRUARY  9,  1976 

House  of  Representatives, 

Subcommittee  ox  Health, 
Committee  on  Ways  and  Means, 

Washington,  B.C. 

The  subcommittee  met  at  10 :05  a.m.,  pursuant  to  notice,  in  the  com- 
mittee hearing  room,  Longworth  House  Office  Building,  Hon.  Dan 
Rostenkowski  (chairman  of  the  subcommittee)  presiding. 

Mr.  Rostenkowski.  The  committee  will  come  to  order. 

This  morning  the  Subcommittee  on  Health  begins  3  days  of  public 
hearings  on  the  President's  proposals  for  changes  in  the  medicare  pro- 
gram. It  is  urgent  for  several  reasons  that  we  promptly  address  the 
issues  presented  by  these  recommendations  of  the  administration. 

First:  The  expectations  of  the  American  people,  and  especially  of 
the  elderly,  have  been  raised  by  the  President's  offer  of  catastrophic 
health  insurance  for  everybody  over  age  65.  They  expect  and  deserve 
prompt  consideration  of  a  proposal  that  promises  so  much. 

Second :  Many  people  have  not  realized  that  the  changes  in  medicare 
deductibles  and  coinsurance  that  the  administration  has  recommended 
are  intended  to  take  effect  in  March  of  this  year.  In  other  words,  the 
President  has  assumed  that  the  Congress — both  House  and  Senate — 
will  have  completed  their  deliberations  and  enacted  these  major 
changes  in  time  for  them  to  take  effect  3  weeks  from  today. 

Unfortunately,  it  is  not  possible  for  us  to  act  on  a  proposal  whose 
details  are  not  yet  known.  The  administration  has  not  sent  us  a  draft 
bill — and  until  they  do,  we  cannot  know  exactly  what  they  propose.  We 
do  know  that  right  up  to  the  last  few  days  the  administration  has  been 
working  internally  to  clarify  for  itself  what  it  has  already  proposed. 

We  have  heard,  too,  that  the  clarifications  they  have  made  may  pro- 
duce cost  figures  that  are  quite  different  from  the  figures  shown  in  the 
budget  document  that  was  just  sent  to  the  Congress.  And  I  am  sure 
that  we  will  want  independent  actuarial  advice  on  the  cost  effects. 

This  past  Friday  our  staffs  were  told  for  the  first  time  about  some 
of  the  changes  the  administration  is  making,  but  we  still  have  nothing 
in  writing  beyond  the  State  of  the  Union  message  and  the  budget  docu- 
ments. I  hope  the  administration  has  done  what  its  people  agreed  might 
be  a  good  idea — the  idea  of  getting  in  touch  with  each  of  our  scheduled 
witnesses  so  that  the  witnesses  would  know  what  the  proposals  are 
before  they  testify,  rather  than  afterwards. 

In  the  event  that  some  of  you  may  not  have  heard,  let  me  just  say 
what  I  understand  the  major  changes  or  clarifications  of  the  adminis- 
tration proposals  to  be : 

The  administration  now  proposes — as  I  understand  their  proposal — 
to  remove  entirely  the  limitations  on  the  number  of  covered  hospital 
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days  and  days  of  skilled  nursing  facility  care.  There  would  be  no  change 
in  the  existing  limits  on  home  health  care  and  psychiatric  care.  The 
ceilings  on  the  deductible  and  coinsurance  amounts  that  beneficiaries 
need  to  pay  would  be  on  an  annual  basis. 

Unfortunately,  the  Secretary  of  Health,  Education,  and  Welfare 
will  not  be  present  here  toda^^  as  a  leadoff  witness  to  explain  and  justify 
the  President's  proposals.  He  has  agreed,  however,  to  appear  on 
Wednesday  morning. 

I  apologize  to  the  witnesses  for  the  fact  that  they  need  to  testify 
without  knowing  the  details  of  the  proposals  we  are  considering.  When 
I  find  out  the  details  and  when  I  see  revised  cost  figures,  I  may  have 
further  comments  to  make. 

Without  objection,  I  would  like  to  insert  in  the  hearing  record  at 
this  point  the  press  release  announcing  these  hearings  and  a  copy  of 
the  letter  I  wrote  to  Secretary  Mathews  in  an  effort  to  obtain  detailed 
information  about  the  President's  proposals  in  time  for  this  hearing. 
I  have  not  had  a  reply  from  the  Secretary  up  to  this  point. 

[The  press  release  and  letter  follow :] 

[Press  release  of  Wednesday,  Jan.  21,  1976] 

Chairman  Dan  Rostenkowski  (D.,  III.),  Subcommittee  on  Health,  Committee- 
ON  Ways  and  Means,  Announces  Public  Hearings  on  the  Administration's 
Proposals  for  Changes  in  the  Medicine  Program,  Beginning  on  Monday^ 
February  9,  1976 

The  Honorable  Dan  Rostenkowski  (D.,  111.),  Chairman  of  the  Subcommitiee 
on  Health  of  the  Committee  on  Ways  and  Means,  announced  today  that  the  Sub- 
committee will  hold  public  hearing's  on  the  President's  proposals  for  changes  in 
the  medicare  program.  Chairman  Rostenkowski  emphasized  that  testimony  will 
be  taken  only  on  the  President's  proposals.  j 

The  President's  proposals  would  : 

1.  Require  hospitalized  medicare  beneficiaries  to  pay  coinsurance  amounts 
equal  to  10  percent  of  the  hospital  charges  ; 

2.  Provide  that  no  beneficiary  would  have  to  pay  more  than  $500  in  a  year 
in  such  coinsurance  amounts  (including  the  present  inpatient  hospital  deductible 
of  $104)  ; 

3.  Raise  the  present  annual  deductible  of  $60  under  part  B  (the  Supplemental 
Medical  Insurance  part  of  medicare)  to  $77  and  increase  the  amount  automatically 
in  later  years ; 

4.  Provide  that  no  beneficiary  pay  more  than  $250  in  a  year  toward  the  deduc- 
tible and  the  existing  20  percent  coinsurance  amounts  (as  applied  to  medicare- 
determined  reasonable  charges  for  physician  services)  ; 

5.  Provide  that  increases  in  hospital,  nursing  home  and  home  health  agencies 
per  diem  or  per  visit  costs  be  limited  to  no  more  than  seven  percent  for  medicare 
reimbursement  purposes ;  and 

6.  Provide  that  medicare  would  recognize  no  more  than  a  four  i)ercent  increase 
in  customary  and  prevailing  physicians'  charges  for  medicare  reimbursement 
purposes. 

The  hearings  will  begin  on  Monday,  February  9  and  continue  through  Wed- 
nesday, February  11,  starting  at  10:00  a.m.  on  Monday,  February  9.  and  9:00 
a.m.  on  Tuesday  and  Wednesday,  February  10  and  11,  and  will  be  conducted  in 
the  Committee's  Main  Hearing  Room,  Longworth  House  OflSce  Building. 

The  leadoff  witness  will  be  Administration  spokesmen,  followed  by  testimony - 
from  interested  individuals  and  organizations  from  the  general  public  request- 
ing to  be  heard. 

Because  of  the  urgent  nature  of  these  matters,  the  interested  public  is  urged 
to  submit  their  requests  to  be  heard  as  expeditiously  as  possible.  Time  limits 
will  have  to  be  imposed  upon  witnesses  and  these  time  allocations  will  be  strictly 
adhered  to. 


Details  ros  Submission  of  Reqiiests  To  Be  Heaed 

Cutoff  Date  for  Requests  to  lye  Heard,  etc. — Requests  to  be  heard,  specifying 
the  specific  area  of  the  Presidenfs  medicare  proposals  on  which  the  ivitness 
ic-ishes  to  testify,  must  be  received  by  the  Committee  no  later  than  the  close  of 
l)u»iness,  Friday,  January  30,  1976. 

Due  to  the  shortness  in  time,  it  is  suggested  that  those  who  wish  to  present 
oral  testimony  notify  this  office  by  telephone,  following  up  the  call  by  a  con- 
firming letter.  The  request  should  be  addressed  to  John  M.  Martin,  Jr.,  Chief 
Counsel,  Committee  on  Ways  and  Means,  U.S.  House  of  Representatives,  Room 
1102  Longworth  House  Office  Building.  Washington,  D.C.  20515.  The  telephone 
number  is  (202)  225-3625.  Notification  as  to  the  witness'  scheduled  date  of 
appearance  will  be  made  as  promptly  as  possible,  by  telephone,  after  the  cutoff 
date.  Once  a  ivitness  has  been  advised  of  his  date  of  appearance,  it  is  not  pos- 
sible for  this  date  to  he  changed.  If  a  witness  finds  he  cannot  appear  on  that 
day,  he  may  wish  to  either  substitute  another  spokesman  in  his  place  or  file  a 
written  statement  for  the  record  of  the  hearing  instead  of  appearing  in  person. 

Due  to  the  limited  time  available  for  this  hearing,  it  will  be  necessary  to  allo- 
cate the  amount  of  time  available  to  each  witness  for  the  presentation  of  his 
direct  oral  testimony.  It  will  be  mandatory  on  all  witnesses  not  to  exceed  the 
time  allocated  for  this  purpose.  If  the  witness  wishes  to  submit  a  more  detailed 
statement,  it  will  be  included  in  the  record  of  the  hearing. 

REQUESTS  TO  BE  HEARD  MUST  CONTAIN  THE  FOLLOWING  INFORMATION  : 

1.  The  name,  full  address  and  capacity  in  which  the  witness  will  appear. 

2.  The  list  or  organizations  and/or  persons  the  witness  represents,  and  in  the 
case  of  associations  and  organizations,  their  address  or  addresses,  their  total 
membership,  and,  where  possible,  a  membership  list. 

3.  If  a  witness  wishes  to  make  a  statement  on  his  own  behalf,  he  must  still 
nevertheless  indicate  whether  he  has  any  specific  clients  who  have  an  interest 
in  the  subject,  or  in  the  alternative,  he  must  indicate  that  he  does  not  represent 
any  clients  having  an  interest  in  the  subject  he  will  be  discussing. 

4.  Whether  in  support  or  opx>osition  to  the  proposal  or  proposals  being  dis- 
cu?;sed. 

5.  A  topical  outline  or  summary  of  the  comments  and  recommendations  which 
the  witness  proposes  to  make. 

It  is  requested  that  persons  scheduled  to  appear  before  the  Committee  sub- 
mit 75  copies  of  their  prepared  statements  to  the  Committee  Office  (Room  1102 
Longworth  House  Office  Building)  no  later  than  24  hours  prior  to  their  sched- 
uled appearance.  An  additional  75  copies  may  be  furnished  for  distribution  to 
the  press  and  the  interested  public  on  the  date  of  appearance. 

Any  interested  person  or  organization  may,  instead  of  a  personal  appearance, 
file  a  written  statement  for  inclusion  in  the  printed  record  of  the  hearing.  For 
this  purpose,  statements  should  be  submitted  in  triplicate  by  the  close  of  bus- 
iness. Wednesday,  February  11.  Additional  copies  may  be  furnished  for  distri- 
bution to  the  members  of  the  Committee,  the  staff,  press  and  interested  public, 
if  submitted  to  the  Committee  during  the  course  of  the  public  hearing. 


January  30,  1976. 

Hon.  David  Mathews, 

^Secretary  of  Health,  Education,  and  Welfare, 
Waf^hington,  D.C. 

Dear  Mr.  Secretary  :  I  understand  that  other  commitments  will  preclude 
your  appearance  before  the  Subcommittee  on  February  9,  but  that  you  will  be 
able  to  present  testimony  on  the  Administration's  medicare  proposals  on  Feb- 
ruary 11.  Cognizant  as  we  are  of  the  heavy  demands  on  your  time,  the  Sub- 
committee appreciates  the  need  for  this  change  and  we  have  accordingly  sched- 
uled your  appearance  for  9  :00  a.m.,  February  11.  1976,  in  the  Committee's  main 
hearing  room  in  the  Longworth  House  Office  Building.  The  Subcommittee  is 
prepared  to  devote  as  much  time  as  may  be  necessary  on  February  11  to  a  com- 
plete examination  of  the  Administration's  recommendations. 

In  view  of  the  Administration's  desire  to  expedite  congressional  consideration 
of  these  legislative  proposals,  particularly  the  so-called  "catastrophic  insurance" 
proposal  which  assumes  an  effective  date  of  March  1976,  the  Subcommittee's 
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plans  call  for  completion  of  public  testimony  prior  to  your  appearance  on  Feb 
ruary  11.  However,  in  order  to  assure  the  relevance  of  such  testimony,  the  Sub 
committee  will  need  more  specific  and  detailed  information  on  your  proposals 
than  is  currently  available.  As  I  am  sure  you  are  aware,  there  is  considerable 
confusion  about  the  specific  content  of  some  of  the  proposals.  It  is  not  clear,  foi 
example,  whether  the  proposed  $500  limit  on  a  beneficiary's  liability  for  de 
ductible  and  coinsurance  amounts  under  part  A  of  medicare  is  intended  to  be 
applied  on  a  calendar  year  or  benefit  period  basis  and  whether  it  is  to  be  applied 
to  all  services  covered  under  part  A  of  medicare.  In  the  Budget  as  submitted  to 
the  Congress,  this  limitation  is  described  in  both,  and  therefore  obviously  in- 
compatible ways.  Moreover,  clarification  of  the  Administration's  intent  with  re- 
spect to  this  provision  will  undoubtedly  have  a  significant  bearing  both  on  the 
interpretation  of  related  provisions  of  the  proposal  and  on  the  cost  estimates 
attached  to  these  proposals  in  the  Budget.  Clearly,  the  crucial  question  of  the 
projected  costs  of  the  Administration's  proposals  requires  precise  clarification. 

It  is  essential  then  for  the  Subcommittee  to  have  well  in  advance  of  your 
testimony  detailed  specifications  for  each  of  the  medicare  proposals — or,  if 
possible,  and  certainly  preferably,  a  bill  incorporating  all  of  the  Administra- 
tion's medicare  proposals — and  a  complete  analysis  and  explanation  of  the  cost 
estimates  for  these  proposals,  including  any  revisions  or  adjustments  in  the  , 
estimates  which  may  have  been  made  in  them  since  the  release  of  the  Budget. 
To  allow  suflBcient  time  for  the  Subcommittee  to  study  these  materials,  they  will 
need  to  be  delivered  to  the  Subcommittee  no  later  than  Thursday,  February  5, 
1976. 

May  I  also  take  this  opportunity  to  call  your  attention  to  the  Committee  on 
Ways  and  Means  standing  rule  on  the  delivery  of  prepared  testimony  to  the 
Committee  24  hours  in  advance  of  a  witness'  scheduled  appearance.  As  time  is 
now  so  vital  a  factor  for  all  of  us  in  these  deliberations,  I  believe  compliance 
with  this  rule  is  especially  essential. 

The  Subcommittee  appreciates  your  readiness  to  appear  before  us  to  discuss 
the  Administration's  medicare  proposals.  We  look  forward  to  your  testimony 
and  to  the  ensuing  discussion  of  the  issues  these  proposals  present. 

With  warm  regards,  I  am 
Sincerely  yours, 

Dan  Rostenkowski, 
Chairman,  Sulcommittee  on  Health, 

Mr.  Rostenkowski.  At  tMs  point,  I  welcome  Bert  Seidman  who  is 
here  on  behalf  of  the  American  Federation  of  Labor,  Congress  of 
Industrial  Organizations.  If  you  will  identify  yourself  and  the  gentle- 
men with  you  we  are  ready  to  hear  your  testimony. 

STATEMENT  OF  BEET  SEIDMAN,  DIRECTOR,  SOCIAL  SECUEITY 
DEPARTMENT,  AEL-CIO;  ACCOMPANIED  BY  LARRY  SMEDLEY, 
ASSOCIATE  DIRECTOR,  SOCIAL  SECURITY  DEPARTMENT;  AND 
ROBERT  McGLOTTEN,  LEGISLATIVE  REPRESENTATIVE 

Mr.  Seidman.  Thank  you,  Mr.  Chairman.  My  name  is  Bert  Seidman. 
To  my  left  is  Robert  McGlotten,  a  member  of  the  Legislative  De- 
partment of  the  AFL-CIO.  To  my  right  is  Larry  Smedley,  who  is 
associate  director  of  the  Social  Security  Department  of  the  AFL-CIO. 

I  would  like  to  summarize  my  statement  in  the  interest  of  econo- 
mizing on  the  time  of  the  subcommittee,  but  I  would  appreciate  it 
if  my  full  statement  could  be  included  in  the  record. 

Mr.  Rostenkowski.  Your  statement  in  its  entirety,  Mr.  Seidman, 
will  be  included  in  the  record. 

Mr.  Seidman.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  on  behalf  of  the  AFL-CIO,  I  wish  to  thank  you  for 
the  opportunity  to  present  our  views  with  respect  to  the  administra- 
tion's proposals  for  the  medicare  program. 
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Let  me  interject,  Iiowever,  that  nobody  from  the  administration  has 
been  in  touch  with  us  regarding  any  change  in  their  proposals.  There- 
fore, we  have  heard,  only  for  the  first  time  this  morning  from  you, 
Mr.  Chairman,  what  these  proposed  changes  are.  Of  course,  we  have 
not  been  able  to  give  them  proper  consideration. 

AFL-CIO  president,  George  Meany,  recently  sent  out  a  letter  to 
AFL-CIO  affiliates  and  central  bodies  on  the  President's  proposal 
for  catastrophic  health  insurance  for  medicare  beneficiaries.  A  copy 
of  that  letter  is  attached  to  my  statement  and  I  respectfully  request 
that  it  be  included  in  the  record  of  the  hearings. 

^Ir.  Chairman,  the  AFL-CIO  was  dismayed  at  President  Ford's 
budget  message.  "We  were  shocked  to  find  out  that  the  President,  under 
the  guise  of  providing  a  new  catastrophic  health  program  for  medi- 
care beneficiaries,  was  actually  proposing  major  cutbacks  in  the 
existing  program. 

After  analyzing  the  President's  proposal,  and  indeed  even  after 
hearing  the  changes  which  you  have  just  indicated,  it  still  appears 
to  us  to  be  an  obvious,  polite  maneuver  to  win  favor  with  the  high 
income  elderly  in  presidential  primaries  at  the  expense  of  the  Nation's 
elderly  poor  and  sick. 

President  ^leany  described  tlie  President's  proposal  as  "Robin  Hood 
in  reverse,  taking  from  the  aged  poor  to  reduce  the  Federal  budget 
deficit." 

The  President  proposes  a  new  coinsurance  payment  of  10  percent  on 
charges  for  all  inpatient  hospital  and  extended  care  after  the  first  day. 
The  existing  deductible  provision  for  the  first  da}^  in  the  hospital  is 
maintained.  So  far  as  I  can  tell,  this  proposal  remains  in  the  current 
version  of  the  President's  proposals. 

Currently,  the  existuio^  deductible  is  $104.  It  is  expected  to  be  $124 
in  1977.  ... 

In  contrast,  there  is  no  additional  charge  currently  under  medicare 
for  the  first  60  days.  There  is  coinsurance  equal  to  one- fourth  of  the 
first  day  deductible,  now  $24  for  days  61  to  90,  and  one-half  of  the 
first  day  deductible,  now  $52  for  lifetime  reserve  days  91  to  150. 

Under  present  medicare  provisions,  a  medicare  patient  who  is 
hospitalized  would  not  incur  $500  in  hospital  charges  until  about  the 
76th  day  of  his  or  her  stay.  Only  35  out  of  every  1,000  medicare 
patients  had  hospital  stays  that  long  in  fiscal  year  1974.  This  means 
that  under  the  President's  proposals,  299  out  of  every  300  hospitalized 
beneficiaries  will  pay  more  during  a  year  as  a  result  of  the  President's 
proposal.  Only  one  will  gain.  Perhaps  this  number  would  be  slio-htly 
reduced  under  these  revised  proposals,  but  the  principle  would  still  re- 
main that  the  overwhelming  proportion  of  the  hospitalized  benefici- 
aries will  pay  more  if  the  President's  proposals  are  adopted  than  they 
would  pay  under  the  present  law. 

Under  the  original  proposal,  the  out-of-pocket  costs  would  have 
totaled  at  least  $1.8  billion  for  the  first  fiscal  year  or  more  than  three 
times  the  total  cost  of  the  proposed  catastrophic  program. 

It  is  quite  clear  that  even  under  the  new  proposals,  the  new  costs  that 
the  elderly  and  medicare  beneficiaries  will  have  to  pay  for  will  be 
greater  than  anything  that  they  will  get  out  of  the  proposed  progTam. 

The  longer  run  impact  of  the  President's  proposal  would  be  evert 
more  serious.  Under  the  original  proposal,  in  fiscal  1977,  the  outlays 
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for  medicare  part  A  would  be  $15  billion  under  present  law,  but  $13.3 
billion  under  the  proposal— over  S2  billion  less  and  that  $2  biUion* 
would  largely  come  out  of  the  pockets  of  the  elderly. 

By  fiscal  1981,  the  figures  would  be  $27.6  billion  and  $18.8  billion^ 
a  reduction  of  nearly  $9  billion  a  year,  $9  billion  a  year  coming  out  of  ' 
the  pockets  of  the  elderly. 

During  the  5-year  period  1977  to  1981,  Federal  expenditures  for  the 
medicare  program  would  be  reduced  by  more  than  $26  billion.  ^ledi- 
care  beneficiaries,  among  the  most  poverty-stricken  groups  in  the 
country,  would  be  forced  to  absorb  most  of  these  cutbacks  out  of  their 
meager  resources. 

As  I  have  already  indicated,  no  ucat  figures  were  available  to  us  at 
the  time  that  we  were  preparing  this  statement. 

Under  the  President's  proposal,  out-of-pocket  hospital  costs  would 
vary  across  the  N'ation  in  accordance  with  variations  in  hospital 
charges.  Medicare  patients  currently  pay  the  same  rate  for  identical 
care,  regardless  of  the  hospital's  customary  charge.  But  under  the 
proposal — and  this  would  be  just  as  true  of  the  revised  proposal  as  we 
understand  it — these  costs  would  vary  among  hospitals  for  identical 
care,  since  it  would  always  be  one-tenth  of  the  hospital's  customaiy 
charge.  Such  out-of-pocket  costs  would  frequently  vary  as  much  as  100 
or  even  200  percent  for  identical  care  in  two  different  hospitals. 

In  other  v/ords,  in  those  areas  where  hospital  charges  are  high,  such 
as  the  west  coast,  the  Northeastern  States,  and  large  urban  areas,  such 
as  Chicago,  Detroit,  Cleveland,  and  other  large  cities,  a  patient  would 
have  to  pay  considerably  more  for  hospital  care  than  a  patient  in  less 
urbanized  or  rural  areas. 

In  short,  the  heaviest  impact  of  the  cutbacks  in  hospital  care  would 
be  on  the  elderly  in  urbanized,  high  hospital  cost  areas  ^-here  many 
of  them  are  concentrated.  The  proposal's  impact  would  be  severe  on  all 
the  elderly,  but  an  economic  disaster  for  those  in  the  large  urban  areas. 

Mr.  Chairman,  the  President's  bud.o-et  also  proposes  cuts  in  the  sup- 
plementary medical  insurance  program,  part  B  of  medicare.  This 
proposaJ  would  increase  the  deductible  by  28  percent,  from  $P>0  to  $77, 
and  would  automatically  increase  it  by  the  same  rates  as  OASDTTI 
benefits  increase.  Fortunately,  only  Congress  can  increase  the  pre-sent 
deductible  and  we  certainly  hope  the  Congress  will  not  follow  the 
President's  recommendation. 

The  President  states  in  his  state  of  the  Union  message  that  3  million 
persons  would  receive  benefits  imder  his  catastrophic  health  plan  for 
medicare.  What  the  President  didn't  say  was  that  under  existing  law, 
only  a  miniscule  proportion  of  the  roughly  25  million  beneficiaries 
would  benefit  from  his  plan.  Because  under  the  existing:  law,  very,  very 
few  of  them  would  exceed  the  limits  of  his  so-called  catastrophic 
proofram. 

For  example,  perhaps  50.000  beneficiaries  would  reach  the  eligibility 
limits  for  his  hosnital  catastrophic  plan  under  the  existing  law.  What 
his  proposal  would  do  is  increase  the  cost  burdens  on  the  elderly  and 
disabled  under  medicare  to  such  an  extent  that  3  million  of  them  would 
be  elia:ible.  In  other  words,  the  President's  plan  creates  the  catastrophes 
for  his  catastrophic  program. 

The  President's  medicare  proposals  do  include  some  cost  controls  on 
providers,  but  no  provisions  to  protect  beneficiaries  and  health  care 
consumers  against  the  consequences  of  these  controls. 
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If  the  President's  scheme  were  to  take  effect,  medicare  would  not 
reimburse  hospitals  and  skilled  nursing  facilities  in  1977  for  more 
than  a  7-percent  increase  in  their  per  diem  costs,  nor  would  the  pro- 
gram reimburse  physicians  in  1977  for  more  than  a  4-percent  increase 
in  their  fees.  It  is  a^ssumed  that  these  limits  would  be  imposed  for  the 
next  2  years. 

Additional  provisions  would  permit  the  Secretary  of  HEW  to  set 
future  limits.  The  AFLr-CIO  supports  proposals  for  controlling  hos- 
pital costs  as  long  as  the  cost  sayings  do  not  come  at  the  expense 
of  the  patient.  Unfortunately,  the  administration  proposal,  in  addi- 
tion to  being  very  arbitrary,  would  leave  patients  vulnerable  for  the 
costs  of  services  in  excess  of  specified  limits.  The  hospitals  and  ex- 
tended care  facilities  would,  with  few  exceptions,  simply  pass  the 
costs  on  to  their  nonmeclicare  patients. 

Likewise,  we  support  controls  on  costs  of  physicians'  services.  But 
the  proposed  limit  on  increases  in  physicians'  fees  would  have  a 
similar  result,  as  the  proposed  cap  on  the  hospital  charges,  except  in 
this  case  the  medicare  patients  would  themselves  bear  the  burden. 
Under  present  law,  the  physicians  can  chose  whether  to  be  paid  by 
the  assignment  method  or  direct  billing.  Under  the  assignment  method, 
the  physician  receives  the  payment  from  the  Social  Security  Ad- 
ministration and  is  required  to  accept  the  reasonable  and  customary 
charge  as  determined  by  them.  If  the  doctor  chooses  to  bill  the  patient 
directly,  he  may  charge  what  he  pleases,  and  the  patient  must  make  up 
the  difference. 

The  proportion  of  doctors  taking  assignments  has  decreased  in  the 
years  since  the  program  began  until  now  only  a  minority  of  physicians 
use  this  method. 

The  administration  proposal  would  have  two  results.  It  would  ac- 
celerate the  trend  to  direct  billing  and  would  cause  doctors  to  avoid 
fee  controls  by  increasing  their  charges  to  patients.  It  will  be  the  pati- 
ents and  not  the  doctors  who  will  pay  for  the  budget  reductions  result- 
inv:  from  the  proposed  cost  control. 

In  addition,  eligibility  for  the  President's  plan  is  based  on  reaching 
$250  in  reimbursement  from  the  medicare  program.  Most  doctors 
use  direct  billing,  and  their  charges  will  usually  be  above,  frequently 
very  much  above,  the  80  percent  of  the  reasonable  and  customary  fee 
reim.bursed  by  medicare.  In  other  words,  these  medicare  patients  will 
have  actual  doctor  bills  far  in  excess  of  $250,  but  will  not  be  protected 
by  the  President's  proposal. 

Mr.  Chairman,  a  comprehensive  compulsory  health  insurance  pro- 
gram for  the  whole  population — such  as  the  health  security  bill,  H.E. 
21,  which  the  AFL-CIO  supports — offers  the  best  means  for  providing 
good  health  care  for  all  age  groups,  inoludino-  the  elderly  and  disabled. 
However,  as  long  as  there  exists  a  piecemeal,  multiple  approach  to 
health  care,  both  public  and  private,  it  is  appropriate  that  the  aged 
and  disabled  be  singled  out  for  special  consideration.  Since  their  health 
needs  are  more  extensive,  severe,  and  costly  than  other  groups,  their 
health  needs  deserve  priority  attention. 

Thus,  pending  enactment  of  a  national  health  security  program  for 
the  total  population,  the  AFL-CIO  urges  a  number  of  improvements 
in  medicare. 
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We  urge  that  part  A,  hospital  care,  and  part  B,  medical  care,  be 
combined  into  a  single  program,  the  premiums  for  part  B  be  elimi- 
nated, and  the  Government  make  a  general  revenue  contribution  to 
the  trust  fund  equivalent  to  at  least  one-half  the  cost  of  the  combined 
program. 

One  of  the  greatest  shortcomings  of  the  medicare  program  is  the 
lack  of  reimbursement  for  prescription  drugs,  drugs  which  may  very 
well  be  the  greatest  single  contributor  to  preserving  and  protecting 
good  health.  As  part  of  an  effort  to  reduce  the  financial  burden  for 
such  beneficiaries,  we  urge  inclusion  of  a  prescription  drug  program 
under  medicare. 

We  also  call  for  elimination  or  major  reduction  in  the  2-year  and 
5-month  waiting  period  that  the  disabled  must  meet  to  be  eligible 
for  medicare.  The  waiting  period  should  be  no  longer,  preferably  less, 
than  that  required  for  disability  cash  benefits.  Medicare  also  should 
be  expanded  to  cover  early  retirees,  those  eligible  for  social  security 
benefits  but  not  now  eligible  for  medicare.  A  good  example  is  the 
man  65  with  a  younger  wife  who  must  provide  for  his  wife's  health 
protection  out  of  his  low  social  security  benefit.  We  believe  rejection 
of  the  President's  proposals  and  the  adoption  of  our  suggestions  will 
do  much  to  improve  the  medicare  program  by  reducing  financial 
hardships  for  beneficiaries,  by  better  controlling  costs  and  by  making 
health  care  providers  more  accountable. 

But  we  must  emphasize  once  again  that  the  problems  that  plague 
the  medicare  program  are  a  reflection  of  the  problems  of  the  whole 
health  care  system  and  cannot  be  dealt  with  on  a  piecemeal  basis.  Only 
a  comprehensive  national  health  program,  such  as  the  health  security 
program,  H.  R.  21,  will  be  capable  of  making  major  reforms  in  the 
delivery  system,  providing  effective  cost  and  quality  controls,  and 
making  health  services  available  to  all  Americans  as  a  matter  of  right. 

Thank  you,  Mr.  Chairman.  My  associates  and  I  will  be  very  glad 
to  answer  any  questions  that  you  or  other  members  of  the  subcom- 
mittee may  have. 

[The  prepared  statement  follows :] 

Statement  of  Bebt  Seidman,  Director,  Department  of  Social  Security,  Amer- 
ican Federation  of  Labor  and  Congress  of  Industrial  Organizations 

Mr.  Chairman,  on  behalf  of  the  AFL-CIO,  I  wish  to  thank  you  for  the  oppor- 
tunity to  present  our  views  with  respect  to  the  Administration's  proposals  for 
the  Medicare  program. 

AFI/-CIO  President  George  Meany  recently  sent  out  a  letter  to  AFLr-CIO 
aflaiiates  and  central  bodies  on  the  President's  proposal  for  catastrophic  health 
insurance  for  Medicare  beneficiaries.  A  copy  of  that  letter  is  attached  to  my 
statement  and  I  respectfully  request  that  it  be  included  in  the  record  of  the 
hearings. 

Mr.  Chairman,  the  AFL-CIO  was  dismayed  at  President  Ford's  budget  mes- 
sage. We  were  shocked  to  find  out  the  President  under  the  guise  of  providing 
a  new  catastrophic  health  program  for  Medicare  beneficiaries  was  actually 
proposing  major  cutbacks  in  the  existing  program.  After  analyzing  the  Presi- 
dent's proposal,  it  apears  to  us  as  an  obvious  political  maneuver  to  win  favor 
with  the  high  income  elderly  in  Presidential  primaries  at  the  expense  of  the 
nation's  elderly  poor  and  sick.  President  Meany  described  the  President's  pro- 
posal as  "Robin  Hood  in  reverse — taking  from  the  aged  poor  to  reduce  the 
Federal  budget  deficit." 

The  enactment  of  the  President's  proposal  would  create  a  most  serious  barrier 
to  health  care  for  the  elderly.  Let's  analyze  his  proposal  to  see  what  he  actually 
means  when  he  says,  "fees  for  short  term  care  will  go  up  somewhat." 
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The  President  proposes  a  new  coinsurance  payment  of  10  percent  on  charges 
for  all  inpatient  hospital  and  extended  care  after  the  first  day.  The  existing 
deductible  provision  for  the  first  day  in  the  hospital  is  maintained.  Currently 
$104,  it  is  expected  to  be  $124  in  1977.  In  contrast,  there  is  no  additional  charge 
currently  under  Medicare  for  the  first  60  days.  There  is  coinsurance  equal  to 
one-fourth  of  the  first  day  deductible  (now  $26)  for  days  61-90,  and  one-half 
of  the  first  day  deductible  (now  $52)  for  "lifetime  reserve"  days  91-150. 

In  return  for  the  increased  coinsurance,  the  President  says  that  no  Medicare 
beneficiary  "will  have  to  pay  more  than  $500  a  year  for  covered  hospital  or 
nursing  home  care  nor  more  than  $250  for  one  year's  doctors'  bills." 

Under  present  Medicare  provisions,  a  Medicare  patient  who  is  hospitalized 
would  not  incur  $500  in  hospital  charges  until  about  the  76th  day  of  his  or  her 
stay.  Only  35  out  of  every  1,(X)0  Medicare  patients  had  hospital  stays  that  long 
in  fiscal  year  1974.  Two  hundred  ninety-nine  out  of  every  three  hundred  hos- 
pitalized beneficiaries  will  pay  more  during  a  year  as  a  result  of  the  President's 
proposal — only  one  will  gain.  Added  out-of-pocket  costs  will  total  $1.8  billion 
the  first  fiscal  year  or  more  than  three  times  the  total  cost  of  the  proposed 
catastrophic  program. 

Medicare  presently  protects  the  elderly  from  only  38  percent  of  their  health 
care  costs.  Aparently,  the  President  thinks  this  is  too  much  and  wants  to  reduce 
it  even  further.  The  elderly  and  disabled  require  more  comprehensive  coverage — 
not  less.  They  do  need  protection  against  catastrophic  costs  and  such  a  program 
in  addition  to  existing  coverage  would  be  appropriate. 

The  longer  run  impact  of  the  President's  proposal  would  be  even  more  serious. 
In  fiscal  year  1977,  the  outlays  for  Medicare  (Part  A)  would  be  $15.4  billion 
under  present  law,  but  $13.3  billion  under  the  proposal — over  $2  billion  less  and 
that  $2  billion  would  come  out  of  the  pockets  of  the  elderly.  By  fiscal  1981,  these 
figures  would  be  $27.6  and  $18.8 — a  reduction  of  nearly  $9  billion  a  year. 
During  the  5-year  period,  1977-81,  Federal  expenditures  for  the  Medicare  program 
would  be  reduced  by  more  than  $26  billion.  Medicare  beneficiaries,  among  the 
most  poverty-stricken  groups  in  the  country,  would  be  forced  to  absorb  most  of 
these  cutbacks  out  of  their  meager  resources. 

Mr.  Chairman,  after  the  release  of  the  budget,  the  Administration  announced 
that  their  cost  figure  for  the  President's  catastrophic  hospital  plan  was  in  error. 
However,  the  new  figures  were  not  available  to  us  at  the  time  this  statement 
was  written,  even  for  the  first  year  and  no  estimates  are  available  at  all  for 
future  years.  We  do  know  that  the  revision  still  leaves  the  elderly  and  disabled 
beneficiaries  holding  the  bag.  In  future  years,  they  will  be  paying  out  far  more 
than  the  value  of  the  so-called  "catastrophic"  protection. 

Under  the  President's  proposal,  out-of-pocket  hospital  costs  would  vary  across 
the  nation  in  accordance  with  variations  in  hospital  charges.  Medicare  patients 
currently  pay  the  same  rate  for  identical  care,  regardless  of  the  hospital's 
customary  charge.  But  under  the  proposal,  these  costs  would  vary  among  hos- 
pitals for  identical  care,  since  it  would  always  be  one-tenth  of  the  hospital's 
customary  charge.  Such  out-of-pocket  costs  would  frequently  vary  as  much  as 
100  or  even  200  percent  for  identical  care  in  two  different  hospitals. 

In  other  words,  in  those  areas  where  hospital  charges  are  high  such  as  the 
west  coast,  northeastern  states,  and  large  urban  areas,  a  patient  would  have 
to  pay  considerably  more  for  hospital  care  than  a  patient  in  less  urbanized  or 
rural  areas.  In  short,  the  heaviest  impact  of  the  cutbacks  in  hospital  care  would 
be  on  the  elderly  in  urbanized,  high  hospital  cost  areas  where  many  of  them 
are  concentrated.  The  proposal's  impact  would  be  severe  on  all  the  elderly  but 
an  economic  disaster  for  those  in  urban  areas. 

The  President's  budget  also  proposes  cuts  in  the  Supplementary  Medical 
Insurance  Program  (Part  B).  This  proposal  would  increase  the  deductible  by 
28  percent,  from  $60  to  $77,  and  would  automatically  increase  it  by  the  same 
rates  as  OASDHI  benefits  increase.  Only  Congress  can  increase  the  present 
deductible.  The  net  result — the  cost  of  the  Part  B  catastrophic  program  versus 
savings  resulting  from  these  cutbacks — would  be  a  reduction  in  program  expendi- 
tures of  roughly  $100  million  for  fiscal  year  1977.  The  elderly  who  experience 
illness  during  the  fiscal  year  would  have  to  absorb  this  $100  million  cut  out  of 
their  low  incomes. 

The  President  stated  in  his  State  of  the  Union  Message  that  3  million  persons 
would  receive  benefits  under  his  catastrophic  health  plan  for  Medicare.  What  the 
President  didn't  say  was  that  under  existing  law  only  a  miniscule  proportion  of 
the  roughly  25  million  beneficiaries  would  benefit  from  his  plan.  For  example, 
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perhaps  50,000  beneficiaries  would  reach  the  eligibility  limits  for  his  hospital 
catastrophic  plan.  What  his  proposal  would  do  is  increase  the  cost  burdens  on 
the  elderly  and  disabled  to  such  an  extent  that  3  million  of  them  would  be 
eligible.  In  other  words,  the  President's  plan  creates  the  catastrophes  for  his. 
catastrophic  program. 

Considering  the  income  and  the  health  condition  of  elderly  and  disabled 
Americans,  the  great  need  is  to  reduce,  not  increase,  the  barriers  to  health  care. 
Requiring  them  to  pay  higher  Medicare  coinsurance  and  deductibles  will  magnify 
their  already  difficult  problems  of  securing  adequate  health  care.  The  result  will 
be  to  reduce  further  the  possibility  of  preventing  or  curing  their  illnesses  in  the 
early  stages  when  they  can  be  treated  more  efficiently  and  at  less  cost. 

Nor  will  such  a  provision  protect  against  over-utilization  as  claimed  by  the^ 
Administration  since  it  is  largely  doctors  and  not  patients  who  determine  the 
utilization  of  health  services.  Over-utilization  of  health  care  must  be  approached 
from  the  providers'  side  if  the  aim  is  to  insure  that  only  those  who  require 
health  services  receive  them.  The  Administration's  proposal  does  nothing  con- 
cerning the  real  issue  in  over-utilization  which  is  whether  the  services  are  neces- 
sary. It  is  based  solely  on  the  ability  to  pay.  The  inevitable  result  will  be  to 
force  poor  people  to  forego  essential  health  care.  I  need  not  remind  this  Sub- 
committee that  Medicare  beneficiaries,  the  elderly  and  disabled,  are  among  the 
nation's  most  poverty-stricken  groups. 

The  President's  Medicare  proposals  do  include  some  cost  controls  on  providers 
but  no  provisions  to  protect  beneficiaries  and  health  care  consumers  against  the 
consequences  of  these  controls.  If  the  President's  scheme  were  to  take  effect. 
Medicare  would  not  reimburse  hospitals  and  skilled  nursing  facilities  in  1977 
for  more  than  a  7  percent  increase  in  their  per  diem  costs,  nor  would  the  program, 
reimburse  physicians  in  1977  for  m.ore  than  a  4  percent  increase  in  their  fees.  It 
is  assumed  that  these  limits  would  be  imposed  for  the  next  two  years.  Addi- 
tional provisions  would  permit  the  Secretary  of  HEW  to  set  future  limits. 

An  institution  that  is  inefficient  in  the  delivery  of  health  services  should  not 
be  shielded  from  the  economic  consequences  of  its  inefiiciency.  A  reimbursement 
formula  based  on  costs — which  allows  whatever  costs  a  particular  institution 
incurs — is  not  responsive  to  efl^iciency  objectives.  It  is  appropriate  that  a  reim- 
bursement formula  recognize  only  those  costs  incurred  by  a  reasonably  prudent  i 
and  cost-conscious  management. 

For  this  reason,  the  AFt/-CIO  supports  proposals  for  controlling  hospital  costs 
as  long  as  the  cost  savings  do  not  come  at  the  expense  of  the  patient.  Un- 
fortunately, the  Administration  proposal,  in  addition  to  its  arbitrary  approach, 
would  leave  patients  vulnerable  for  the  costs  of  services  in  excess  of  specified 
limits.  The  hospitals  and  extended  care  facilities  would,  with  few  exceptions, 
simply  pass  the  costs  on  to  their  non-Medicare  patients. 

The  proposed  limit  on  increases  in  physician  fees  would  have  a  similar  result, 
except  in  this  case,  Medicare  patients  would  themselves  bear  the  burden.  Under 
present  law,  the  physician  can  choose  whether  to  be  paid  by  the  assignment 
method  or  direct  billins:.  Under  the  assignment  method,  the  physician  receives 
the  payment  from  the  Social  Security  Administration  and  is  required  to  accept 
the  reasonable  and  customary  charge  as  determined  by  them.  If  the  doctor 
chooses  to  bill  the  patient  directly,  he  may  charge  what  he  pleases  and  the 
patient  must  make  up  the  difference. 

The  proportion  of  doctors  taking  assignments  has  decreased  in  the  years  since 
the  program  began  until  now  only  a  minority  of  physicians  use  this  method.^ 
The  Administration  proposal  would  have  two  results — it  would  accelerate  the 
trend  to  direct  billing  and  would  cause  doctors  to  avoid  fee  controls  by  increasing, 
their  charges  to  patients.  It  will  be  the  patients  and  not  the  doctors  who  will  par 
for  the  budget  reductions  resulting  from  the  proposed  cost  control. 

In  addition,  eligibility  for  the  President's  plan  is  based  on  reaching  $250  in 
reimbursement  from  the  Medicare  program.  Most  doctors  use  direct  billing  and 
their  charges  will  usually  be  above — ^frequently  very  much  above— the  80  percent 
of  the  reasonable  and  customary  fee  reimbursed  by  Medicare.  In  other  words, 
these  Medicare  patients  wiJl  have  doctor  bills  far  in  excess  of  $250  but  will  not. 
be  protected  by  the  President's  proposal.  ' 

From  the  inception  of  the  Medicare  program,  the  AFL-CIO  pointed  out  that 
the  reimbursment  formula  for  physicians  was  biased  in  favor  of  escalation  of 
costs  and  against  adequate  cost  controls.  Reimbursement  of  physicians  based 
on  "prevailing"  charges  is  an  open  invitation  to  doctors  in  a  seller's  market  for 
medical  services  to  increase  their  charges  so  that  the  new  higher  level  of  charges-  , 


11 


will  have  to  be  considered  "prevailing."  Much  better  results  would  be  obtained 
by  contractual  relationships  with  providers  of  medical  care  and  negotiated  fee 
schedules.  In  order  to  insure  that  cost  saving  efforts  will  not  be  at  the  expense 
of  poverty-stricken  older  people,  we  urge  that  the  assignment  method  be  made 
mandatory  as  a  first  step  toward  negotiated  fee  schedules. 

Mr.  Chairman,  a  comprehensive,  compulsory  health  insurance  program  for 
the  whole  population,  such  as  the  Health  Security  Bill  (H.R.  21)  the  AFL-CIO 
supports,  offers  the  best  means  for  providing  good  health  care  for  all  age  groups — 
including  the  elderly  and  disabled.  However,  as  long  as  there  exists  a  piecemeal, 
multiple  approach  to  health  care — both  public  and  private — it  is  appropriate- 
that  the  aged  and  disabled  be  singled  out  for  special  consideration.  Since  their 
health  needs  are  more  extensive,  severe,  and  costly  than  other  groups,  their 
health  needs  deserve  priority  attention. 

Thus,  pending  enactment  of  a  National  Health  Security  Program  for  the  total 
population,  the  AFL-CIO  urges  a  number  of  improvements  in  Medicare. 

We  urge  that  Part  A  (hospital  care)  and  Part  B  (medical  care)  be  combined 
into  a  single  program,  the  premiums  for  Part  B  be  eliminated,  and  the  govern- 
ment make  a  general  revenue  contribution  to  the  trust  fund  equivalent  to  at 
least  one-half  the  cost  of  the  combined  program. 

One  of  the  greatest  shortcomings  of  the  Medicare  program  is  the  lack  of  reim- 
bursement for  prescription  drugs — drugs  which  may  very  well  be  the  greatest 
single  contributor  to  preserving  and  protecting  good  health.  As  part  of  an  effort 
to  reduce  the  financial  burden  for  Medicare  beneficiaries,  we  urge  inclusion  of  a 
prescription  drug  program  under  Medicare. 

We  also  call  for  elimination  or  major  reduction  in  the  two  year  and  five  month 
waiting  period  that  the  disabled  must  meet  to  be  eligible  for  Medicare.  Health 
expenses  during  this  long  waiting  period  often  impoverish  the  typical  low  income- 
disabled  person.  There  is  no  reason  to  discriminate  against  the  disabled  by 
requiring  a  waiting  period  of  such  length.  In  fact,  disabled  persons  have  two; 
to  three  times  the  need  for  medical  and  hospital  care  as  retired  persons.  The' 
waiting  period  should  be  no  longer,  preferably  less,  than  that  required  for  dis- 
ability cash  benefits. 

Medicare  also  should  be  expanded  to  cover  early  retirees — those  eligible  for 
social  security  benefits  but  not  now  eligible  for  Medicare.  A  good  example  is  the- 
man  65  with  a  younger  wife  v.iio  must  provide  for  this  wife's  health  protection 
out  of  his  low  social  security  benefit. 

We  believe  rejection  of  the  President's  proposals  and  adoption  of  our  sugges- 
tions will  do  much  to  improve  the  Medicare  program  by  reducing  financial  hard- 
ships for  beneficiaries,  by  better  controlling  costs  and  by  making  health  care 
providers  more  accountable.  But  we  must  emphasize  once  again  that  the  problems 
that  plague  the  Medicare  program  are  a  reflection  of  the  problems  of  the  whole 
healtli  care  system  and  cannot  be  dealt  with  on  a  piecemeal  basis.  Only  a  com- 
prehensive national  health  program,  such  as  the  Health  Security  Program  (H.R. 
21).  will  be  capable  of  making  major  reforms  in  the  delivery  system,  providing 
effective  cost  and  quality  controls  and  making  health  services  available  to  all 
Americans  as  a  matcer  of  right. 


A:\fERicAN  Federation  of  Labor 
AND  Congress  of  Industrial  Organizations, 

Washington,  D.C.,  January  23,  1976. 
To :  Presidents  of  Internationals  and  Officers  of  States  and  Larger  Local  Central 
Bodies. 

Dear  Sir  and  Brother:  The  AFL-CIO  Executive  Council,  at  its  mid-winter 
meeting,  will  prepare  a  detailed  analysis  of  President  Ford's  budget  proposals^ 
which  you  will,  of  course,  be  receiving.  However.  I  wanted  to  bring  to  your  early 
attention  one  example  of  complete  deception  in  the  President's  self-styled  "com- 
mon sense"  l)udget. 

In  his  State  of  the  Union  address,  the  President  placed  great  emphasis  on  his 
proposal  for  "catastriphic  insurance"'  for  Medicare  receipients.  He  said  it  would 
cost  an  additional  $538  million.  "What  we  are  trying  to  do,"  the  President  tol'd 
a  press  briefing  on  the  budget,  "is  help  the  three  million  people  who  are  today 
affected  very  adversely  by  catastrophic  illness." 

This  is  what  the  President  has  not  told  the  American  people : 
Only  one  out  of  every  300  hospitalized  Medicare  beneficiaries  today  would 
reach  the  hospital  "catastrophe"  level  the  President  would  set. 
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To  pay  for  his  limited  program,  the  President  would  force  Medicare  bene- 
ficiaries to  pay  $1.8  billion  in  higher  deductibles  for  hospitalization  and  phy- 
sician services.  In  other  words,  out  of  every  300  Medicare  beneficiaries  who  are 
hospitalized  today,  299  would  have  to  pay  more  under  the  President's  plan.  You 
are  undoubtedly  aware  that  Medicare  beneficiaries,  primarily  the  nation's 
elderly  and  retired  workers,  are  among  the  most  poverty-stricken  groups  in 
the  country. 

The  President  proposal  defies  all  logic  and  common  sense.  It  is  Robin  Hood  in 
reverse — taking  from  the  aged  poor  to  reduce  the  federal  budget  deficit. 

Several  things  would  happen  under  the  President's  plan — none  of  them  good 
for  most  Americans : 

1.  A  profitable  line  of  insurance  would  be  expanded  for  private  insurance 
carriers,  thus  furthering  the  Administration's  objective  of  emasculating  the 
Medicare  program  to  benefit  profit-hungry  insurance  companies.  The  insurance 
companies  call  it  "Medi-gap  coverage." 

2.  Beneficiaries  aren't  protected  against  increased  physicians'  fees.  While  next 
year  Medicare  would  pay  only  4  percent  more  to  doctors  than  is  presently  paid, 
the  doctors  won't  be  satisfied  and  will  be  allowed  to  charge  even  higher  fees, 
which  the  elderly  will  have  to  pay.  Fewer  physicians  will  accept  Medicare  pay- 
ment as  full  payment.  Already  only  50  percent  of  the  doctors  do  and  the  elderly 
must  make  up  the  difference  between  what  Medicare  pays  and  the  doctor 
charges. 

At  present,  Medicare  beneficiaries  pay  for  the  first  day  in  the  hospital — now  an 
average  of  $104  a  day.  Medicare  then  picks  up  hospitalization  expenses  for  the 
next  60  days.  The  President  would  continue  the  first  day  payment  (now  $104) 
and  add  to  the  individual's  cost  10  percent  of  the  hospital  bill  for  every  addi- 
tional day.  For  the  average  12-day  hospital  stay  for  a  Medicare  beneficiary,  the 
individual  would  pay  about  twice  as  much  as  he  does  now.  For  doctor's  fees, 
each  individual  would  pay  $250  before  being  eligible  for  catastrophic  benefits. 

Under  existing  law,  no  more  than  50,000  out  of  the  25  million  Medicare  bene- 
ficiaries would  receive  any  help  when  hospitalized  under  the  limits  the  President 
sets.  His  proposals  would  increase  the  cost  burdens  on  the  elderly  to  such  an 
extent  that  3  million  people  could  reach  the  catastriphic  limits. 

IThus,  in  order  to  create  a  catastrophic  insurance  program,  the  President  pro- 
poses to  create  catastrophes. 

Two  other  points  of  his  program  are  worth  noting : 

Under  the  President's  proposal,  the  Medicare  program  would  be  cut  back  by 
$26  billion  over  the  next  five  years,  with  the  nation's  elderly  forced  to  absorb 
virtually  all  of  that  cutback  out  of  their  meager  resources. 

The  President  proposes  to  increase  the  Supplementary  Medical  Insurance 
(Part  B)  deductible  by  the  same  amount  as  Social  Security  benefits  increase — 
in  other  words,  he  takes  with  one  hand,  what  he  gives  with  the  other. 

This  is  but  one  item  in  the  budget  the  President  labels  as  "common  sense."  I 
strongly  urge  you  to  bring  these  facts  to  the  attention  of  your  retired  members 
a  once. 

It  is  obvious  that  the  President's  State  of  the  Union  rhetoric  was  calculated 
to  deceive  the  American  people.  We  must  and  we  will  fight  this  proposal  in  the 
Congress.  We  can  not  let  America's  elderly  be  victimized. 
Sincerely  and  fraternally, 

George  Meant,  President. 

Mr.  RosTENKOwsKi.  Thank  you,  Mr.  Seidman.  Mr.  Gorman  will 
inquire. 

Mr.  CoRMAN.  Thank  you,  Mr.  Chairman. 

Mr.  Seidman,  I  have  been  very  distressed  about  the  drop  in  assign- 
ment billing  and  the  substantial  increase  in  the  amount  of  the  doctor's 
bills  that  senior  citizens  pay.  Do  you  think  it  would  be  important 
to  require  doctors  to  accent  whatever  the  doctors  and  Government  ne- 
gotiate as  a  reasonable  fee  as  a  condition  for  the  beneficiary  receiving 
any  payment  ?  In  other  words,  in  a  sense  it  would  be  requiring  assign- 
ments and  leaving  the  quarrel  between  the  Government  and  the  doc- 
tors, instead  of  leaving  the  beneficiary  as  the  one  who  always  gets 
stuck? 
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Mr.  Seidman.  Yes,  Mr.  Gorman.  We  have  been  in  favor  of  that  idea 
for  a  long  time.  We  think  that,  if  the  fees  are  set  on  a  reasonable 
basis — in  terms  of  what  the  doctor  can  expect  for  the  services  which 
he  or  she  is  providing — that  there  is  no  reason  why  the  doctor  should 
charge  patients  additional  amounts.  It  also  imposes  additional  and 
difficult  bookkeeping  effort  on  the  part  of  elderly  and  disabled  patients 
who  often  are  unable  to  cope  with  these  kinds  of  problems. 

Mr.  CoR]yiAx.  Staff  has  prepared  a  useful  record  of  what  has  hap- 
pened to  assignment  rates  and  claim  amounts  under  medicare.  I  would 
like  to  insert  that  in  the  record  at  this  point  in  the  testimony. 

Mr.  RosTEXKowsKi.  Without  objection,  it  is  so  ordered. 

[The  information  follows :] 


Data  on  medicare  claims  for  physicians'  services 


Assignment  rate 

Trend  in  net  assignment  rates  by  year :  (Percent) 

1968    59.0 

1969    61. 5 

1970    60. 8 

1971    58. 5 

1972    54. 9 

1973    52.7 

1974    51. 9 

1975    51. 8 

1  Excludes  hospital-based  physicians. 

NUMBER  OF  CLAIMS  REDUCED 


Numbers  (millions) 

Reduced  claims  as  percentage  of  all  claims 

1973 

1974 

1975  1 

1973 

1974  19751 

Total  claims  re- 
duced»  

32.2 

43.6 

55.8 

60.6 

68. 3               74. 0 

Assigned  

Not  assigned  

15.8 
16.4 

21.5 
22.2 

27.8 
28.0 

55.6 
66.4 

64.  5               70. 8 
72. 7               77. 4 

1  The  increases  in  1975  are  due  in  part  to  the  fact  that  beginning  in  July  1975,  the  reasonable  charge  determinations  were 
FO  longer  influenced  by  the  controls  of  the  economic  stabilization  program. 
*  Those  claims  for  which  medicare  allowed  a  reasonable  charge  less  than  the  actual  charge  of  the  physician. 

AMOUNT  OF  REDUCTION  OF  CLAIMS 

Amounts  (millions) 

Amounts  of  reduction  as  percentage  of  total 
amounts  paid 

1973 

1974 

19751 

1973 

1974             1975 1 

Total  amount  of 
reduction  

$446.  5 

$665. 8 

$1,009.2 

12.3 

14.5  17.8 

208.0 
238.5 

313.6 
352.2 

484.2 
525.0 

11.9 
12.6 

14.3  17.8 
14.7  17.7 

1  The  increases  in  1975  are  due  in  part  to  the  fact  that  beginning  in  July  1975,  the  reasonable  charge  determinations  were 
no  longer  influenced  by  the  controls  of  the  economic  stabilization  program. 

Mr.  Gorman.  I  just  cannot  imagine  that  the  doctors  of  the  Nation 
would  refuse  to  take  medicare  patients  if  they  had  to  accept  a  reason- 
able fee.  I  cannot  imagine  the  Government  would  not  negotiate  a 
reasonable  fee  on  that  basis. 

Mr.  Seidman.  I  quite  agree  with  you.  I  think  that  the  Social 
Security  Administration  probably  ought  to  be  consulting  to  a  much 


greater  degree  both  with  the  providers  and  with  consumers  in  de- 
veloping some  kind  of  a  fee  schedule  which  would  cover  medicareo- 
And  then  the  doctor  should  be  expected  to  accept  that  fee  in  full 
payment. 

Mr.  CoRMAN.  In  regard  to  this  delightful  new  benefit  that  all  those 
old  folks  are  going  to  get  in  this  sort  of  catastrophic  illness  coverage 
that  the  President  proposes,  would  it  be  fair  to  assume  that  most  of 
those  costs  would  just  be  shifted  out  of  medicaid  into  medicare? 
I  would  assume  that  a  great  many  older  people,  if  they  get  cata- 
strophic medical  expenses,  soon  run  out  of  their  own  funds  and  are 
medicaid  recipients? 

Mr.  SsmMAN.  You  are  absolutely  right,  Mr.  Gorman.  I  would 
expect  that  to  happen.  In  many  States,  there  are  provisions  for  the 
so-called  medically  needy  with  a  spend-down  provision,  which  means 
that  after  a  very  short  time,  these  people  are  eligible  for  medicaid. 
To  the  extent  that  any  of  them  have  had  to  stay  in  the  hospital  for 
as  long  a  period  as  is  contemplated  in  the  administration's  bill,  they 
have  tended  to  be  covered  by  medicaid. 

I  think  it  should  be  pointed  out  that  while  the  elderly  do  have 
higher  medical  costs  than  the  rest  of  the  population,  it  is  not  primarily 
for  long-term  hospital  care.  To  the  contrary.  It  is  for  the  kind  of 
care  wliich  is  for  chronic  types  of  disease,  rather  than  acute  disease, 
where  people  generally  do  not  stay  in  the  hospital  but  go  into  nursing 
homes.  That  kind  of  care  would  not  be  covered  by  the  administration's 
proposal. 

Mr.  CoRMA?sT.  I  have  had  a  feeling  for  a  long  time  that,  at  least  in 
part  B,  the  older  people  were  having  a  shell  game  played  on  them. 
I  think  the  President's  proposal  is  to  take  the  pea  out  altogether 
and  just  leave  the  empty  shells. 

Mr,  Seidman.  They  will  have  the  same  shell  game  in  part  A  if  the 
President's  proposal  is  adopted. 

Mr.  Gorman.  You  mentioned  hospital  costs  will  be  controlled  under 
part  A.  Will  that  be  mandatory  on  the  hospital?  Will  they  be  pro- 
hibited from  surcharging  the  patient? 

Mr.  Seidman.  It  is  my  understanding  that  they  would  be.  Under 
the  law,  they  are  prohibited  from  surcharging  the  medicare  patient, 
but  I  assume — and  this,  by  the  way,  concerns  us  very  greatly — that 
they  will  then  load  the  cost  on  to  their  other  patients.  That  means 
the  hospitalized  workers  who  are  covered  by  health  programs  through 
collective  bargaining  contracts,  and  other  patients  will  have  to  pay 
more. 

We  are  very  much  concerned  about  this  provision  which  strikes  us 
as  an  administration  effort  to  dump  the  problem  on  somebody  else. 
Mr.  Gorman.  Thank  you. 
Mr.  EosTENKowsKi.  Mrs.  Keys. 

Mrs.  Keys.  Mr.  Seidman,  I  share  with  you  the  concern  not  only 
about  the  burden  inflicted  upon  our  older  citizens,  but  about  the 
effects  of  a  general  cost  increase  over  the  whole  system. 

Would  you  say  that  probably  we  would  see  a  lot  of  older  citizens 
going  out  and  buying  some  kind  of  secondary  insurance  to  try  to 
cover  this  10-percent  cost?  I  imagine  there  would  be  quite  an  increase  r 
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supplemental  insurance  policy  that  are  written  up  by  the  insurance 
companies. 

I  think  that  those  who  could  possibly  afford  to  do  so  might  very 
well  do  so,  and  despite  the  fact  many  of  them  probably  would  never 
collect  on  it  because  they  wouldn't  be  in  the  hospital  for  very  long. 

The  average  hospital  stay,  even  for  older  people,  I  believe  is  12 
days.  So  that  that  means  many  of  them,  of  course,  stay  in  the  hospital 
for  less  than  12  days. 

Mrs.  Keys.  So,  we  have  a  fine  bonanza  for  some  insurance  companies 
written  into  that  kind  of  legislation  if  it  really  were  passed  ? 

Mr.  Seidmax.  This  has  already  happened,  as  you  Imow,  Mrs.  Keys. 
Many  elderly  people  try  to  scrape  up  enough  to  have  what  are  called 
medigap  policies,  wraparound  policies,  which  cover  the  gaps  not 
covered  in  the  medicare  program. 

I  assume  that  insurance  companies,  which  are  very  adaptable  in 
these  situations,  would  very  quickly  develop  a  policy  to  cover  what 
is  being  left  out  by  the  President's  program  if  it  were  adopted. 

^Irs.  Keys.  Would  you  have  an}'  figures  to  indicate  how  many 
people  might  possibly  just  not  be  able  to  pay  and  how  much  this 
might  increase  the  bad  debt  ratio  that  a  hospital  has  as  part  of  its 
operating  budget? 

Mr.  Seidmax.  I  don't  know  whether  we  could  actually  develop 
figures.  But  considering  what  the  average  social  security  benefit  is, 
you  can  see  that  people  who  depend  on  social  security  benefits,  as  a 
large  proportion  of  the  disabled  and  the  elderly  do,  would  have  a 
very  difficult  time  covering  this  additional  cost,  which  now  is  paid 
for.  and  which  instead  would  come  out  of  their  pockets,  either  directly 
or  in  additional  insurance  payments. 

Mrs.  Keys.  I  had  one  hospital  administrator  in  my  office  last  week 
who  spoke  about  what  they  would  anticipate  in  terms  of  his  hospital, 
a  larore  hospital  for  my  district,  in  the  town  of  Topeka,  Kans.,  and 
said  he  would  anticipate  as  much  as  $150,000  increase  in  bad  debt 
over  a  year's  tim.e  if  this  were  implemented  because,  of  course,  they 
would  not  turn  them  away.  This,  in  turn,  would  be  passed  to  other 
patients.  So  there  we  have  some  more  of  the  inflating  of  health  costs. 

One  other  thing  disturbs  me  greatly.  From  what  I  have  been  able 
to  find  ont — T  know  we  are  all  workin.^  in  the  dark — home  health  care 
and  psychiatric  care  is  one  area  in  which  limitations  are  still  imposed. 
It  seems  to  me  if  we  are  talking  about  cost  controls,  this  is  an  area 
that  really  should  be  freed  from  any  time  limitations.  We  not  only 
could  see  better  health  care  delivered,  but  less  health  care  delivery 
if  we  encouraged  home  health  care.  Would  you  agree  with  that? 

Mr.  Setdmax.  I  certainly  do  agree.  Controls  OTi,o:ht  to  be  in  terms 
of  medical  ueeds.  That  is  the  way  to  reduce  costs.  It  seems  to  me  a  lot 
greater  responsibility  for  cost  controls  ought  to  be  placed  on  the  pro- 
viders of  the  care,  the  physicians  and  others  who  can  determine  medical 
needs,  and  that  people  whose  need  is  for  home  health  care  ought  not 
to  be  in  hospitals  or  nursing  homes.  This  would  help  to  reduce  the 
-cost  of  medical  care. 

!Mrs.  Keys.  Thank  yon  very  much,  ^Ir.  Seidman. 

Mr.  EosTEXKOwsKi.  Thank  you,  Mr.  Seidman. 
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Mr.  Cruiksliank,  welcome.  If  you  will  identify  your  organization 
and  proceed  with  your  testimony,  the  committee  is  ready  to  receive  it. 

STATEMENT  OE  NELSON  H.  CRTJIKSHANK,  PRESIDENT,  NATIONAL 
COUNCIL  OE  SENIOR  CITIZENS 

Mr.  Crtjikshank.  Thank  you,  Mr.  Chairman,  and  members  of  the 
subcommittee. 

My  name  is  Nelson  H.  Cruikshank.  I  am  president  of  the  National 
Council  of  Senior  Citizens  with  our  headquarters  at  1611 K  Street,  here 
in  the  city  of  Washington,  D.C. 

Our  organization  is  a  non-profit  organization,  a  federation  of  some 
3,500  different  clubs  and  centers  throughout  the  Nation. 

I  have  a  prepared  statement  which  I  think  has  been  made  available 
to  the  members  of  the  subcommittee.  I  would  like,  with  your  permis- 
sion, for  this  to  be  made  a  part  of  the  record,  including  the  tables  and 
charts.  In  the  interest  of  time,  because  you  have  a  full  schedule,  I  will 
try  to  summarize  some  of  the  statement  to  cut  it  down. 

Mr.  RosTENKOWSKi.  Without  objection,  your  entire  statement  will 
be  inserted  in  the  record. 

Mr.  Cruikshank.  Thank  you,  Mr.  Chairman. 

I  appreciate  very  much  your  opening  remarks,  sir,  about  the  changes 
in  the  proposals  which  are  before  us.  We  have  had  a  difficult  time  try- 
ing to  analyze  these  because  we  have  gotten  conflicting  things  from 
the  agency  and  from  the  administration.  And  now  comes  a  new  deck 
of  cards  which  is  being  distributed  after  the  last  chance  to  call  is 
assed  around  the  table.  I  never  was  quite  caught  in  a  game  like  that 
ef ore.  I  am  sure  that  the  Members  of  the  Congress,  especially  of  this 
subcommittee,  will  be  very  alert  to  any  proposals  which  come  in  here 
later  from  the  administration  rebutting  our  criticisms  and  saying, 
"Oh,  well,  that  is  not  what  we  really  said."  We  had  to  go  on  what 
was  available  at  the  time. 

I  appreciated  your  apology  to  the  witnesses,  Mr.  Chairman.  But 
it  would  have  come,  indeed,  with  more  grace  from  the  administration 
itself. 

It  seems  to  me  they  are  the  ones  who  owe  us  some  apology  for  play- 
ing their  cards  so  close  to  their  chest  that  we  don't  really  know  what 
the  game's  about  until  the  middle  of  the  hearings. 

With  those  handicaps,  we  shall  do  the  best  we  can,  going  on  what 
has  been  made  available  and  what  comes  out  of  the  budget  proposals, 
as  much  as  the  specific  proposals  that  are  before  us. 

We  are  very  glad  that  this  subcommittee  has  moved  this  rapidly 
because  of  the  pressures  of  time,  the  urgency  that  the  administration 
has  imposed  on  you  b}^  calling  for  such  precipitous  action,  to  make 
these  changes  in  the  program  in  a  matter  of  weeks.  This  is  imprac- 
tical and  they  must  know  it  is  impractical. 

These  proposals  have  caused  a  great  deal  of  consternation  among 
the  elderly  people  whom  it  is  my  privilege  to  represent.  It  is  hard  for 
them  to  entertain  proposals  which  come  out  in  a  State  of  the  Union 
message  from  the  Office  of  the  Presidency  itself  and  not  take  them 
seriously.  They  are  inclined  to  think  there  must  be  some  kind  of  rea- 
son behind  them  and  there  must  be  some  possibility  of  these  things 
coming  to  pass. 
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So,  these  proposals  have  caused  a  lot  of  consternation,  fear,  worry, 
and  anxiety  among  the  elderlj^  people  who  have,  many  of  them,  re- 
tired with  a  reliance  on  medicare  to  underwrite  some  of  the  greatest 
risks  that  they  face  in  the  period  of  their  retirement. 

Your  moving  ahead  with  your  subcommittee  to  hold  the  hearings, 
to  make  it  possible  in  the  light  of  publicity  to  examine  these  proposals 
in  detail  and  to  go  behind  the  rhetoric  is  a  real  service  to  our  mem- 
bership and  the  elderly  whom  I  am  privileged  to  represent.  I  want 
to  express  my  appreciation. 

As  we  understand  it,  under  the  President's  proposal,  the  hospital 
insurance  part  A,  there  would  be  no  change  in  the  deductible  provi- 
sion which  is  currently  $104,  but  estimated  to  be  as  high  as  $124  by 
1977  when  the  proposal  is  assumed  to  become  effective. 

Additional  costsharing  would  be  introduced  through  coinsurance  of 
10  percent  of  all  in-patient  hospital  and  extended  care  charges  above 
the  deductible. 

I  would  point  out  parenthetically  that  what  the  President  calls 
"nursing  home  care"  is  not  a  broadening  of  protection.  The  proposal 
relates  only  to  the  limited  extended  care  benefits  now  covered  by  medi- 
care. 

This  10  percent  additional  charge  would  vary  in  dollar  amounts  from 
place  to  place,  also  from  hospital  to  hospital,  in  a  given  place  na- 
tionwide. It  probably  now  averages  close  to  $15  and  is  rising  rapidly. 

In  our  analysis,  we  have  used  three  assumptions  as  to  the  average 
daily  hospital  charge  of  which  the  beneficiary  would  have  to  meet  10 
percent,  $100,  $150,  and  $200.  Obviously,  the  amount  could  be  much 
higher,  especially  if  present  inflationary  increases  are  permitted  to 
continue.  In  table  1  and  chart  2,  we  contrast  these  out-of-pocket  costs 
with  what  the  medicare  beneficiary  would  pay  in  1977  if  the  Presi- 
dent's proposals  were  adopted.  Under  present  provisions  the  deduc- 
tible is  for  the  first  day  and  nothing  more  for  the  additional  days 
through  the  60  days,  but  $31,  now  $26,  for  the  61st  through  the  90th 
day. 

A  glance  at  chart  2,  which  shows  length  of  stay  of  medicare  whose 
patients  makes  it  all  too  obvious  that  "more  will  be  paying  more"  as 
Secretary  ^lathews  admitted  in  his  press  conference. 

Many  of  them  are  four  times  more  than  they  pay  under  existing: 
medicare  provisions.  Of  the  patients  discharged  in  fiscal  year  1977, 
more  than  3  in  10  were  in  the  hospital  5  days  or  less,  and  another 
3 — 29.1  percent — were  in  from  6  to  10  days. 

If  you  look  at  the  chart  on  page  3,  you  will  see  where  this  protection, 
so-called,  begins  to  cut  in.  Under  the  present  program,  you  don't  reach 
the  $500  mark  until  above  70  days.  With  the  $100  charge  under  the 
proposal,  you  reach  the  $500  mark  around  the  35th  day.  If  the  charges 
went  up  as  high  as  $200,  you  would  certainly  reach  it  in  a  much 
shorter  period,  around  the  10th  or  15th  day. 

But  then  look  to  see  the  number  of  people  who  are  affected.  These 
are  shown  in  the  bar  chart,  in  chart  2.  You  see  this  35th  day  doesn't 
come  in  until  the  time  that  there  are  less  than  3  percent  of  the  people 
who  are  affected  who  are  still  in  the  hospital.  The  60th  day  doesn't 
come  around  until  the  number  remaining  in  the  hospital  is  but  a  frac- 
tion of  1  percent. 

So  this  increased  protection,  so-called,  is  increased  protection  for  a 
very  few.  Only  if  a  medicare  patient  is  hospitalized  for  nearly  75  days 


18 


-would  he  incur  out-of-pocket  expenses  for  tlie  present  medicare  pro- 
visions that  reach  the  $500  amount  the  President  proposes  to  use.  And 
only  35  out  of  every  10,000  medicare  patients,  or  one  out  of  every 
300',  had  hospital  stays  as  long  as  75  days  in  fiscal  year  1974. 

These  tables  and 'charts  make  it  clear  that  the  only  persons  who 
would  be  better  off  under  the  President's  proposal  are  those  who  ex- 
perience costs  that  are  catastrophic  in  the  sense  used  by  the  insurance 
industry. 

I  qualify  the  term  "catastrophic"  because  we  who  are  intimately 
aware  of  the  problem  of  the  elderly  know  that  even  medical  costs  of 
$100,  $200,  or  $300  can  really  be  catastrophic  for  persons  living  on  low 
fixed  incomes.  Not  surprisingly,  then,  we  look  with  suspicion  at  the 
administration's  claim  that  1  million  individuals  would  be  favorably 
affected  by  the  catastrophic  hospital  insurance  proposal  and  2  million 
by  the  catastrophic  supplementary  medical  insurance. 

The  administration  doesn't  tell  us  how  many  of  these  are  elderly. 
These  figures  could  include  the  kidney  dialysis  people  and  the  dis- 
abled who  are  now  covered  under  medicare.  We  have  not  been  able  to 
get  from,  them  a  breakdown  of  where  they  find  this  million.  The  ad- 
ministration tries  to  give  the  impression  that  many  people  would  be 
better  off  than  they  now  are  under  medicare.  But  experts  from  your 
staff,  Mr.  Chairman,  working  with  those  from  the  Senate  Finance 
Committee,  informed  us  that  behind  this  rhetoric  they  were  forced  to 
conclude  that  only  25,000  medicare  recipients  would  benefit  from 
Mr.  Ford's  ceiling  on  the  hospital  bill.  That  is  in  the  course  of  a  year. 

According  to  the  Washington  Post  writer,  Mr.  Stuart  Auerbach, 
these  25,000  are  the  small  percentage  of  medicare  recipients  who  stay 
in  the  hospital  more  than  75  days,  the  time  it  takes  now  to  run  up  the 
$300  uncovered  hospital  bill,  the  confirmation  of  our  finding. 

Clearly,  the  administration  estimate  of  those  who  would  benefit — or 
be  favorably  affected,  to  use  their  words — by  the  proposed  ceiling  is 
not  in  relation  to  what  medicare  now  provides.  It  is  the  estimated 
num^ber  who  would  be  forced  into  catastrophic  costs  by  the  President's 
proposal  for  coinsurance  for  the  first  60  days  of  hospital  care. 

The  National  Council,  as  well  as  others  concerned,  is  baffled  by  the 
budget  figures  issued  by  the  administration.  An  article  by  John  Sto- 
well  of  the  Washington  Star  on  January  24  said,  "The  projected  cost 
to  $538  for  the  catastrophic  insurance  may  be  doubled  because  the 
White  House  Office  of  Management  and  Budget  made  a  last  minute 
decision  to  provide  more  generous  hospital  benefits  for  the  elderly  and 
disabled,"  and  in  an  election  year,  the  sources  said,  "But  the  projected 
costs  were  not  updated  in  the  budget." 

This  is  all  a  part  of  the  confusion,  Mr.  Chairman,  to  which  you  so 
correctly  referred. 

As  further  reported,  this  decision  to  provide  more  generous  hospital 
benefits  refers  to  providing  catastrophic  coverage  for  the  period  of 
a  year,  no  matter  how  many  times  a  person  is  admitted  to  the  hospital, 
nor  how  long  between  hospital  stays  rather  than  under  the  President's 
so-called  benefit  period. 

Of  more  immediate  concern  to  the  National  Council  is  the  evidence 
in  the  budget  figures  of  the  administration's  desire  to  effect  a  $2.3 
billion  reduction  in  medicare  outlays,  most  of  it  in  an  added  burden  to 
the  pocketbooks  of  the  elderly  under  the  guise  of  added  protection.  In 
present  practice  this  seems  to  be  a  thread  that  is  running  through  all 
the  administration's  proposals  these  days.  They  seem  to  suffer  under 
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the  illusion  that  if  a  figure  doesn't  show  up  in  the  Federal  budget, 
then  the  American  people  don't  have  to  pay  the  cost.  If  they  can  show 
a  saving  of  $2.2  billion  in  the  budget,  then  it  is  a  real  saving.  They 
never  seem  to  realize  that  this  does  eventually  come  out  of  the  pockets 
and  under  a  less  controlled  system  than  it  would  if  it  remained  a  part 
of  the  overall  govermnental  program. 

Also,  this  principle  of  the  catastrophic  insurance  and  the  gobbledy- 
gook  that  comes  out  to  describe  it,  the  propaganda,  as  added  protection 
brings  to  my  mind  a  cartoon  that  appeared  in  the  Xew  Yorker  maga- 
zine some  time  ago.  A  man  was  reading  his  health  insurance  policy  to 
his  wife  and  he  said  to  her,  ''Look,  Honey,  we  get  $50,000  if  we  are  run 
over  by  a  herd  of  elephants  on  5th  Avenue."  In  other  words,  the  thing- 
that  is  least  likely  to  happen  is  the  thing  that  they  insure,  and  then  they 
call  it  added  protection. 

Any  insurance,  Avhether  it  is  public  or  private,  in  my  view — and  I 
think  in  reflecting  the  experience  of  people — has  to  be  measured  by 
whether  it  gives  protection  to  the  greatest  number  of  people,  to  the 
contingency  that  is  most  likely  to  occur. 

Any  insurance  policy,  public  or  private,  should  be  examined  with 
this  criterion  in  mind.  When  you  examine  the  President's  proposal  with 
this  criterion  in  mind,  you  find  that  it  insures  against  the  contingency 
that  is  least  likely  to  happen. 

For  that  reason,  we  would  tell  our  members  that  this  is  not  the  kind 
of  insurance  tliey  want  to  buy. 

Then  there  is  the  disagreement  as  to  the  effectiveness  of  cost-sharing. 
If  further  coinsurance,  adding  costs  to  each  hospital  day's  stay,  is  pro- 
posed as  a  means  of  preventing  overutilization,  it  is  aimed  at  the 
wrong  target,  because  strangely  enough,  it  seems  we  have  to  remind 
the  administration  people  again  and  again — and  they  should  know  for 
they  have  the  Public  Health  Service  under  their  wing — that  it  isn't 
people  who  suddenly  decide  to  pack  up  their  little  grip  sacks  and  run 
off  to  the  hospital.  It  is  the  doctor  who  admits  them  to  the  hospital  and 
they  have  no  control  over  this. 

Tlie  only  possible  result  of  higher  coinsurance  could  be  that  people 
could  perhaps  plead  with  their  doctor  not  to  send  them  to  the  hospital 
because  they  can't  afford  it  or  they  would  plead  for  some  less  expensive 
hospital  service  without  regard  to  the  quality  of  care.  That  is  the  only 
possible  remote  chance  that  any  consumer  of  hospital  services  might 
have  some  control  over  utilization. 

Furthermore,  if  it  were  a  control  over  utilization,  it  would  control  it 
only  with  the  poor  and  not  with  the  rich.  The  deterrent  would  be  effec- 
tive only  to  those  people  who  would  not  be  able  to  pay  the  additional 
coinsurances. 

There  have  been  many  studies  about  this.  The  results  can  be  summed 
up  as  saying  that  if  the  coinsurance  amount  is  small  enough  not  to  be 
some  kind  of  deterrent  in  one  way  or  another,  then  the  bookkeeping, 
accounting,  and  all,  is  not  worth  the  cost.  If  it  is  large  enough  to  repre- 
sent some  kind  of  genuine  deterrent,  then  it  really  serves  as  a  barrier 
to  needed  health  care  to  people. 

Then,  of  course,  the  insurance  industry  comes  along,  talking  out  of 
both  sides  of  their  mouth.  They  argue  for  higher  coinsurances  and  de- 
ductibles because  this  is  a  rich  field  for  selling  private  insurance.  If  you 
point  out  to  them  that  high  coinsurance  can  serve  as  a  barrier  to  health 
care,  they  say,  "Well,  no,  it  won't  stop  anybody  from  getting  health 
care  because  we  will  sell  them  insurance  to  cover  the  cost." 
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If  it  is  supposed  to  work  in  that  way,  then  they  shouldn't  even  be  al- 
lowed to  sell  insurance,  if  control  of  utilization  is  the  purpose.  But,  of 
course,  that,  I  think,  is  a  ridiculous  kind  of  absurdity. 

Now,  with  all  of  the  study  and  all  the  experience  we  have  had,  along 
comes  the  administration  with  a  shopworn  irresponsible  kind  of  pro- 
posal that  they  are  going  to  control  utilization  by  bringing  in  higher 
costsharing  and  coinsurance. 

On  the  hospital  controls,  so-called,  the  7-percent  increases — and  just 
what  all  is  involved — I  am  not  prepared  to  comment  because  I  am  not 
sure  just  what  they  are  proposing  and  I  am  not  just  exactly  sure  how 
they  would  work  out.  But  I  am  sure  how  the  4-percent  increase  would 
work  out  in  the  case  of  the  part  B,  the  doctors'  bills. 

As  Mr.  Seidman  pointed  out,  we  have  seen  a  steady  decline  in  the  use 
of  the  assignment  method  of  payment  since  the  beginning  of  the  medi- 
care program  10  years  ago.  As  he  also  pointed  out,  the  nonuse  of  assign- 
ment, the  direct  billing  method,  allows  the  doctor  to  charge  with  the 
sky  the  limit. 

The  studies  that  have  been  made  also  show  that  all  doctors  are  per- 
mitted under  the  law  now  to  pick  and  choose.  In  other  words,  they  can 
choose  assignment  method  for  some  patients.  Sometimes  they  can  use 
the  assignment  method  with  one  patient  and  use  the  direct  billing  with 
the  same  patient  for  the  next  episode. 

The  net  effect  of  this,  as  has  been  shown  by  the  studies,  is  that  the 
doctors  use  the  assignment  method  more  extensively  in  the  ghetto  areas 
with  the  poor  people.  That  is,  where  there  is  a  risk  of  collecting,  they 
use  the  assignment  method  because  then  they  are  sure  of  the  80  percent 
of  the  reasonable  charge  and  there  is  less  bookkeeping,  no  cost  of  col- 
lecting, and  no  risk  of  not  collecting. 

They  also  use  the  assignment  method  where  there  is  a  large  bill.  In 
other  words,  even  with  the  middle-class  or  upper  middle-class  people, 
if  there  is  a  large  bill  and  some  risk  of  collecting,  they  will  take  the 
sure  80  percent.  But  with  the  great  mass  of  smaller  bills  which  pile  up 
in  the  course  of  the  year,  they  do  the  direct  billing  and  then  add  on 
with  the  sky  the  limit. 

We  fought  the  administration  on  this  from  the  very  beginning,  not 
only  since  1969,  but  from  the  very  beginning.  They  have  not  required 
the  carriers  to  notify  the  patient  that  this  is  an  added  charge  by  the 
doctor.  Instead  of  the  bill  going  out  being  marked  "beyond  the  reason- 
able charge,"  which  they  could  put  in  quote  marks  if  they  wished,  the 
AMA  and  the  doctors'  organizations  have  sandbagged  them  into  a  posi- 
tion of  letting  the  carriers  put  out  the  statement,  "not  covered  by  medi- 
care" or  "beyond  the  allowable  charge"  or  some  misleading  statement 
of  that  kind,  and  the  patient  doesn't  realize  that  the  doctor  has  added 
on  this  extra  charge. 

The  controls,  so-called,  which  the  administration  is  proposing  are 
not  controls  at  all.  They  are  only  limits  on  the  reimbursable  amount. 
The  skv  is  still  the  limit  and  all  of  the  incentives  under  this  proposal 
to  limit  it  to  a  4-percent  increase  would  be  to  use  the  direct  billing  in 
more  and  more  numbers  of  cases  without  any  control  at  all  on  the 
amount  of  the  doctor  bill. 

Here  again  the  basic  administration  fallacy  appears.  If  it  doesn't 
show  up  in  the  budget,  if  it  doesn't  show  up  on  the  cost  figures  of 
medicare,  then  we  shouldn't  worry  about  it.  But  the  fact  that  it  still 
has  to  come  out  of  the  poor  people's  pockets  and  the  older  poor  people's 
pockets  is  disregarded  entirely  in  this  proposal. 
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^  1  oil  asked  us  to  comment  on  the  medicare  proposals.  I  have  limited 
it  mostly  to  that.  I  can't  help  but  point  out  that  these  additional  costs 
would  force  many  more  people  into  medicaid.  It  is  just  inescapable 
that  this  would  be  the  case.  But  the  medicaid  program,  under  the 
President's  proposal,  is  further  weakened.  It  has  to  be  covered  by  this 
^10  billion  bloc  grant.  That  is  a  lot  of  money,  of  course.  But  we 
know,  from  experience  in  the  revenue-sharing  programs  and  in  the 
bloc  grant  proposals,  the  elderly  have  always  come  out  on  the  short 
end  of  the  stick.  So,  here  President's  proposal  adds  an  extra  load  onto 
medicaid.  At  the  same  time,  it  weakens  medicaid  in  its  ability  to  carry 
that  load.^  ^  ^ 

So,  in  view  of  these  disclosures,  we  appreciate  again,  Mr.  Chairman, 
the  work  of  this  committee  to  give  us  an  opportunity  to  rip  the  facade 
off  these  proposals  and  show  just  what  they  are.  They  are  gimmicks. 
They  are  gimmicks  which  are  designed  to  make  the  budget  figure  look 
better  tlian  it  really  is.  And  they  are  gimmicks  to  win  the  approval 
of  people  m  an  election  year  in  the  hopes  that  they  won't  read  the  fine 
print.  You  have  given  us  an  opportunity  to  read  the  fine  print  in 
public.  We  appreciate  that,  Mr.  Chairman,  very  much.  Thank  you. 

[The  prepared  statement  follows :] 

Statement  of  Nelson  H.  Cbuikshank:,  Pkesident,  National  Council  of  Seniob 

Citizens 

Mr.  Chairman,  members  of  the  subcommittee,  my  name  is  Nelson  H.  Cruikshank. 
I  am  president  of  the  National  Council  of  Senior  Citizens.  Our  national  head- 
quarters office  is  at  1511  K  Street,  NW.,  yTashington,  D.C. 

The  National  Council  of  Senior  Citizens  is  a  nonprofit,  nonpartisan  organiza- 
tion of  older  people's  clubs,  with  members  in  more  than  3,200  affiliated  groups  in 
all  states.  Our  members  were  in  the  forefront  of  the  long  campaign,  alongside 
organized  labor  and  other  humanitarian  groups,  for  the  enactment  of  Medicare. 
In  fact,  the  late  President  Lyndon  Baines  Johnson,  in  a  White  House  announce- 
ment on  June  28,  1968,  said :  "Without  the  National  Council  of  Senior  Citizens, 
there  would  have  been  no  Medicare." 

You  can  understand,  therefore,  that  we  are  particularly  grateful  for  the  oppor- 
tunity to  present  the  views  of  the  National  Council  with  respect  to  the  President's 
proposals  for  changes  in  the  Medicare  program. 

Your  subcommittee  is  to  be  highly  commended  for  the  speed  with  which  it  has 
undertaken  to  examine  these  proposals.  As  I  said  when  the  proposal  was  first 
unveiled,  this  is  "a  clear  example  of  an  insurance  policy  you  shouldn't  'buy' 
without  reading  the  fine  print."  We  are  therefore  delighted  that  these  hearings 
are  providing  an  opportunity  for  cutting  through  the  President's  rhetoric  about 
"added  protection"  to  examine  the  fine  print. 

In  an  attempt  to  evaluate  the  President's  proposal,  the  National  Council  of 
f5enior  Citizens  has  made  its  own  analysis  of  the  impact  of  the  change  on  hos- 
pitalized Medicare  beneficiaries. 

Under  his  proposal,  for  Hospital  Insurance  (Part  A)  there  would  be  no  change 
in  the  deductible  provision,  currently  $104  but  estimated  to  be  as  high  as  $124 
l)y  1977  when  the  proposal  is  assumed  to  become  effective.  Additional  cost  sharing 
would  be  introduced  through  coinsurance  of  10  per  cent  of  all  inpatient  hospital 
and  extended  care  charges  above  the  deductible.  (I  would  point  out  parenthe- 
tically that  what  the  President  calls  "nursing  home  care"  is  not  a  broadening  of 
protection — the  proposal  relates  only  to  the  limited  extended  care  benefits  now 
covered  by  Medicare.)  This  10  per  cent  additional  charge  would  vary  in  dollar 
amounts  from  place  to  place,  also  from  hospital  to  hospital  in  a  given  place. 
Nationwide,  it  probably  now  averages  close  to  $15  and  is  rising  rapidly.  In  our 
analysis,  we  have  used  three  assumptions  as  to  the  average  daily  hospital  charge 
of  which  the  beneficiary  would  have  to  meet  10  per  cent:  $100,  $150,  and  $200 — 
obviously,  the  amount  could  be  much  higher,  especially  if  present  inflationary 
increases  are  permitted  to  continue. 

In  Table  I  and  Chart  I,  we  contrast  these  out-of-pocket  costs  with  what  the 
Medicare  beneficiary  would  pay  in  1977  under  present  provisions  (the  deductible 
for  the  first  day  and  nothing  more  for  additional  days  through  the  60th,  with 
$31— now  $26— for  the  61st  through  the  90th  day ) . 
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A  glance  at  Chart  II,  which  shows  length  of  stay  of  Medicare  hospital  patients,, 
makes  it  all  too  obvious  that  "more  will  be  paying  more" — many  of  them  four- 
times  more  than  they  pay  under  existing  Medicare  provisions.  Of  the  patients 
discharged  in  fiscal  year  1974,  more  than  three  in  ten  (31.5  per  cent)  were  in  the 
hospital  five  days  or  less  and  another  three  (29.1  per  cent)  were  in  from  six 
to  ten  days. 

TABLE  1.— COMPARISON  OF  THE  OUT-OF-POCKET  COSTS  FOR  COVERED  HOSPITAL  SERVICES  UNDER  THE  EXISTING 
MEDICARE  PROGRAM  WITH  THE  PRESIDENT'S  PROPOSAL,  BY  NUMBER  OF  DAYS  IN  HOSPITAL 


Days  in  hospital 


Deductible  and   Deductible  and  coinsurance  under  Admin- 
coinsurance      istfation's  proposal— based  on  average  daily 
under  present      hospital  charges  ot— 

medicare  

program  $100  $150  $200' 


1     i$124 

5       124 

10    124 

15     124 

20   124 

25...    114 

30"        124 

35      124 

40.....     124 

45    124 

50...   124 

55..      124 

60     124 

65.    279 

70     434 

75   589 

80   744 

85    899 

90   1,054 


$100 
162 
212 
262 
312 
362 
412 
462 
500 
500 
500 
500 
500 
500 
500 
500 
500 
500 
500 


$127 
187 
262 
337 
412 
487 
5C0 
500 
500 
500 
500 
500 
500 
500 
500 
500 
500 
500 
500 


$132 
212 
312 
412 
500 
500 
500 
500 
500 
500 
500 
500 
500 
500 
500 
500 
500 
500 
500 


Deductible  (now  $104)  estimated  to  be  $124  in  1977  v«'hen  President's  proposal  would  go  into  effect. 


Chart  I. — Increases  in  Hospital  Costs  for  Medicare  Patients  Under  the 
President's  Proposal^ 


[Based  on  three  average  hospital  charges  per  day] 


$70 


PROPOSR  l_ 


J — I    i  I — I — I  I_i  L-j  I  I  »    '    '  « 

CO  70  80 


30  40  .50 

DAYS    IN  HOSPITAL 


1  Effective  in  1977  -when  Medicare  deductible  would  be  $124. 
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Chaet  II. — Length  of  stay  of  medicare  hospital  patients,  fiscal  year  1974 


Days    in  Hospital 

Source  :  Social  Security  Administration. 

The  average  covered  hospital  stay  in  1974  was  nearly  11  days  for  an  aged 
Medicare  beneficiary.  Under  present  legislation  a  person  with  a  covered  stay  of 
11  days  would  pay  $124  for  the  1977  deductible  and  nothing  more.  Under  the 
President's  proposal,  he  would  pay  $124  plus  an  additional  $98  if  hospital  charges 
average  $100  per  day— a  total  of  $222 ;  an  additional  $153  if  hospital  charges  are 
$150  per  day— a  total  of  $277  ;  and  an  additional  $208  if  hospital  charges  are  $200 
per  day— a  total  of  $332. 

Only  if  the  Medicare  patient  is  hospitalized  for  nearly  75  days  would  he  incur 
out-of-pocket  exr)enses  under  present  Medicare  provisions  that  reached  the  $500 
amount  the  President  proposes  to  use.  And  only  35  out  of  every  10,000  Medicare 
patients  (or  one  out  of  every  three  hundred)  had  hospital  stays  as  long  as  75 
days  in  fiscal  year  1974  ! 

The  table  and  charts  I  have  presented  make  it  clear  that  the  only  persons  who 
would  be  better  off  under  the  President's  proposal  are  those  few  who  experience 
costs  that  are  "catastrophic"  in  the  sense  used  by  the  insurance  industry.  I  qual- 
ify the  term  catastrophic  because  we  who  are  intimately  awtre  of  the  problems 
of  the  elderly  know  that  even  medical  costs  of  $100,  $200,  or  $300  can  be  really 
catastrophic  for  persons  living  on  low,  fixed  incomes. 

Not  surprisingly  then,  we  looked  with  suspicion  at  the  Administration's  claim 
that  one  million  individuals  would  be  favorably  affected  by  the  catastrophic  hos- 
pital insurance  proposal  and  two  million  by  the  catastrophic  supplementary  medi- 
cal insurance. 

First,  the  Administration  does  not  tell  us  how  many  elderly  are  supposed  to 
benefit  from  this  catastrophic  protection.  Their  estimates  include  an  unknown 
number  of  disabled  beneficiaries  and  kidney  dialysis  patients  under  65  who  have 
heavy  medical  costs.  Obviously,  there  should  be  an  increase  in  the  protection 
such  especially  disadvantaged  cases  have  against  medical  expenses  but  this  in- 
crease should  not  be  paid  for  by  reducing  the  protection  of  our  oldest  people. 

But  much  more  importantly,  the  Administration  tries  to  give  the  impression 
that  that  many  people  would  be  better  off  than  they  now  are  under  Medicare. 
Experts  from  your  staff,  working  with  those  from  the  Senate  Finance  Com- 
mittee, quickly  looked  behind  this  rhetoric  to  conclude  that  only  25,000  Medicare 
recipients  would  benefit  from  Mr.  Ford's  ceiling  on  hospital  bills. 

According  to  this  finding,  reported  in  the  War^hington  Post  by  Stuart  Auer- 
bach :  "These  25,000  are  the  small  percentage  of  Medicare  recipients  who  stay 
in  the  hospital  for  more  than  75  days — the  time  it  takes  under  the  present  law  to 
run  up  $500  in  uncovered  hospital  bills,"  a  confirmation  of  our  finding. 
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Clearly,  the  Administration's  estimate  of  those  who  "would  benefit"  or  "be 
favorably  affected"  by  the  proposed  ceiling  is  not  in  relation  to  what  Medicare 
now  provides.  It  is  the  estimate  of  the  number  who  would  be  forced  into 
"catastrophic"  costs  by  the  President's  proposal  for  coinsurance  for  the  first 
60  days  of  hospital  care. 

The  National  Council,  as  well  as  others  concerned,  has  also  been  baffled  by 
budget  figures  issued  by  the  Administration.  An  article  by  John  Stowell  in  the 
Washington  Star  for  January  24  says  the  projected  cost  of  $538  for  the  cata- 
strophic insurance  may  be  doubled  because :  "The  White  House  Office  of  Manage- 
ment and  Budget  made  a  last-minute  decision  to  provide  more  generous  hospital 
benefits  for  the  elderly  and  disabled  in  an  election  year,  the  sources  said,  but 
the  projected  costs  were  not  updated  in  the  budget." 

As  further  reported,  this  decision  to  provide  more  generous  hospital  ben- 
efits, "refers  to  providing  catastrophic  coverage  for  the  period  of  a  year,  no 
matter  how  many  times  a  person  is  admitted  to  the  hospital  nor  how  long 
between  hospital  stays,  rather  than  to  the  present  so-called  'benefit  period'." 

Of  more  immediate  concern  to  the  National  Council  is  the  evidence  in  the 
budget  figures  of  the  Administration's  desire  to  effect  a  $2.2  billion  reduction 
in  Medicare  outlays — most  of  it  an  added  burden  on  the  pocketbooks  of  the 
elderly — under  the  guise  of  "added  protection."  This  is  another  evidence  of  the 
kind  of  deceitful  manipulation  that  is  invited  by  the  inclusion  of  the  trust  funds 
in  the  consolidated  budget.  The  budget  shows  a  "paper"  saving  of  $2.2  billion 
even  though  Medicare  funds  as  well  as  other  social  security  funds  are  earmarked 
for  this  special  purpose. 

I  hope  we  are  not  once  again  involved  in  a  "numbers  game" — a  tactic  used 
by  opponents  of  Medicare  to  forestall  its  enactment  for  many  years.  I  would 
hope  instead  that  we  could  assess  this  and  other  proposals  by  a  yardstick  I 
consider  essential  in  measuring  the  real  value  of  insurance.  Insurance,  whether 
private  insurance  or  social  insurance  should  be  designed  to  protect  the  great 
majority  of  the  covered  population  against  the  most  common  risk — not  just  the- 
exceptional  case. 

As  an  illustration  of  this  principle,  I  would  cite  a  cartoon  that  appeared  in 
the  New  Yorker  some  years  ago.  Depicted  is  a  man  reading  over  his  health 
insurance  policy  who  announces  to  his  wife:  "Look,  honey,  we  get  $50,000  if 
we  are  run  over  by  a  herd  of  elephants  on  Fifth  Avenue !"  That  is  exactly  the 
principle  on  which  the  Administration's  Medicare  proposals  are  based — high 
benefits  for  a  risk  that  very  seldom  occurs. 

An  announced  purpose  of  the  Administration's  proposal  for  additional  cost 
sharing  by  the  Medicare  beneficiary  is  "to  discourage  unnecessary  utilization." 

We  would  repeat  once  again  that  it  is  the  doctor,  not  the  patient,  who  now 
determines  the  use  of  hospital  care.  But  we  can  also  recognize  that  the  Presi- 
dent's proposal  for  added  charges  could  actually  make  the  out-of-pocket  costs 
of  hospitalization  so  great  that  an  older  person  would  plead  with  his  doctor 
to  keep  him  out  of  the  hospital  completely  or  to  send  him  to  one  where  charges 
were  less  high  regardless  of  the  quality  of  care. 

Furthermore,  there  has  long  been  disagreement  as  to  the  effectiveness  of 
"cost  sharing" — a  euphemism  for  stepping  up  out-of-pocket  costs — ^in  controlling 
costs.  But  certain  conclusions  seem  clear. 

First,  to  the  extent  that  coinsurance  and  deductibles  reduce  utilization,  they 
do  it  only  for  the  poor.  You  can  have  high  cost  sharing  without  cutting  down 
utilization  by  the  well-to-do. 

Second,  various  studies  have  supported  the  fact  that  if  coinsurance  and  de- 
ductibles are  high  enough  to  cut  down  utilization  at  all,  some  proper  utiliza- 
tion is  prevented.  People  fail  to  get  timely  care  for  conditions  that  later  become 
more  serious  and  require  expensive  hospitalization. 

In  the  President's  proposal  for  increased  cost  sharing,  we  see  a  further 
strengthening  of  the  alliance  with  the  health  insurance  industry — what  we 
of  the  National  Council  consider  an  "unholy  alliance."  Traditionally,  the  in- 
surance industry  has  espoused  the  following  basically  inconsistent  hut  self- 
serving  viewpoint:  The  industry  urges  that  government  programs  include  de- 
ductibles and  coinsurance  so  that  people  won't  over-utilize  the  service  and  then 
hastens  to  add  "Don't  worry ;  this  will  not  serve  as  a  barrier  to  health  care 
because  we  will  provide  a  private  insurance  policy  that  will  cover  their  out-of- 
pocket  payments." 

The  President's  proposal  is  tailor-made  for  an  enlarged  role  for  the  insurance- 
industry  to  make  further  profits  in  filling  the  "Medigap." 
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May  I  interject  here  that  the  National  Council  of  Senior  Citizens  has  for 
many  years  operated  a  very  good  health  insurance  program  to  supplement 
Medicare.  Unlike  some  other  organizations,  we  do  this  completely  without 
profit — directly  or  indirectly — to  the  National  Council.  And  we  would  be  more 
ihan  glad  to  dispense  with  our  program  any  time  there  were  a  public  program 
that  would  fully  meet  the  needs  of  the  elderly. 

You  have  asked  also  for  our  comments  on  the  President's  proposal  to  limit 
increases  in  Medicare  reimbursement  for  per  diem  charges  to  providers  to  7 
per  cent  and  to  doctors  to  4  per  cent. 

I  do  not  feel  prepared  without  further  study  to  assess  this  proposal  with 
respect  to  hospital  charges.  But  I  have  a  dire  prediction  for  its  effect  on  doctor 
fees :  it  is  clearly  an  invitation  for  doctors  to  refuse  to  accept  assignment.  In 
the  more  than  ten  years  since  the  enactment  of  Medicare,  doctors  have  increas- 
ingly refused  to  accept  the  government's  assessment  of  reasonable  charges  with 
no  billing  to  the  patient.  Now,  fewer  than  half  of  the  doctors'  bills  under  Medi- 
care nationwide  are  on  the  assignment  basis  and  the  proportion  on  direct  billing 
in  many  areas  is  overwhelming. 

Regrettably — liut  understandably — this  trend  has  been  viewed  by  the  Medicare 
patient  as  a  reduction  in  his  coverage  under  the  program.  The  Social  Security 
Administration  has  consistently  refused  to  tell  him  that  his  doctor  is  billing 
him  for  more  than  the  reasonable  charge ;  instead,  he  is  informed  in  such  terms 
as  "not  covered  by  Medicare." 

The  President's  proposal  for  a  4  per  cent  ceiling  on  doctors'  fees  would,  I 
think,  cause  more  physicians  to  abandon  the  assignment  method. 

It  has  been  implied  that  this  proposal  embodies  a  proposal  to  limit  the  doctors' 
fees.  This  is  simply  not  true.  It  only  limits  the  amount  reimbursable  under 
Medicare.  The  sky  is  the  limit  on  the  actual  fee  charged,  leaving  the  patient  to 
cover,  out  of  pocket,  the  difference  between  the  reimbursable  portion  and  the 
actual  charge. 

The  National  Guard  Council  has  long  advocated  the  concept  of  a  fee  schedule 
negotiated  in  concert  with  consumers  and  applied  across  the  board.  The  Presi- 
dent's proposal  not  only  fails  to  seize  the  opportunity  for  this  method  of  control- 
ling medical  costs  but  it  invites  further  escalation  in  costs  paid  out  of  the 
pocketbooks  of  consumers. 

I  appreciate  that  your  hearings  are  directed  to  the  President's  proposal  for 
amending  Medicare-^proposals  that  we  of  the  National  Council  consider  an 
erosion  of  the  Medicare  program  that  the  Congress  created  in  1965  to  provide 
basic  protection  for  the  elderly.  But  I  would  be  remiss  if  I  ignored  his  proposals 
for  Medicaid.  With  countless  millions  of  Medicare  beneficiaries  saddled  with 
heavier  out-of-pocket  medical  expenses  under  the  President's  proposal,  increased 
numbers  would  have  to  swallow  their  pride  and  turn  to  the  Medicaid  program 
for  assistance.  But  at  the  very  time  when  there  would  be  greater  need  for 
the  medical  assistance  program,  President  Ford  proposes  to  cut  it  back  too. 

He  would  do  this  through  a  single  block  grant  to  the  states  for  Medicaid  and 
15  other  health  programs,  totaling  $10  billion.  True,  this  is  a  large  amount,  but 
it  is  not  enough  larger  than  current  expenditures  to  permit  states  to  keep  pace 
with  rising  population  needs  and  inflation  in  health  costs — much  less  to  absorb 
an  increased  load  from  those  whose  Medicare  protection  was  cut  back.  True 
too,  it  is  expected  that  the  legislation  will  include  a  requirement  that  any  altera- 
tions in  eligibility  or  in  the  current  Medicaid  mandated  benefit  package  will  have 
to  be  "explained"  as  part  of  the  state  plan — explanations  are  scant  consolation 
to  the  sick  individual  who  can  not  get  the  care  he  needs. 

The  elderly  who  need  Medicaid  can  be  expected  to  fare  poorly  under  this 
single  block  grant  to  states  to  be  divided  as  they  determine.  Older  people  have 
always  fared  poorly  in  any  program  of  general  revenue  sharing,  and  there  is 
no  reason  to  believe  that  the  pattern  would  be  any  different  under  tliis 
propo.sal. 

A  New  York  Times  editorial  of  January  20  had  this  to  say  on  this  important 
question : 

"Even  accepting  Mr.  Ford's  contention  that  a  slowing  of  the  growth  in  Federal 
Government  spending  is  the  most  important  step  that  could  be  taken  to  restrain 
inflation,  it  does  not  necessarily  follow  that  Medicaid  payemnts  to  the  elderly, 
for  example,  are  the  right  programs  to  bear  the  brunt  of  the  anti-inflation  policy. 

"Yet  that  will  surely  be  the  effect  in  New  York,  California,  and  other  progres- 
sive states  of  the  President's  proposal  of  'block  grants'  in  the  health  field." 
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In  conclusion,  may  I  repeat  what  I  first  said  after  analyzing  this  latest  attempt 
bv  the  Administration  to  repeal  an  essential  part  of  Medicare : 

"^"It  has  long  been  my  conviction  that  the  real  measure  of  the  value  of  in- 
surance is  by  how  well  it  covers  what  happens  to  most  people.  By  this  measure, 
the  Ford  proposal  comes  close  to  zero.  As  I  have  studied  his  proposal,  I  have 
been  impressed  anew  with  the  beauty  and  simplicity  of  National  Health  Securi- 
ty which  provides  comprehensive  protection  to  all  without  complicated  coin- 
surance and  deductible  provisions  and  without  placing  a  burden  on  the  aged 
living  on  low,  fixed  incomes." 

Mr.  EosTEXKOWSKi.  Thank  you,  Mr.  Cruikshank. 
Mrs.  Keys  ? 

Mrs.  Keys.  Thank  you  very  much  for  your  testimony.  I  would  like 
to  make  one  comment.  I  particularly  appreciated  your  comments  upon 
how  effective  cost-sharing  is  as  a  means  of  reducing  services  and  the 
fact  that,  of  course,  it  reduces  them  only  for  the  poor. 

It  seems  to  me  we  have  been  fighting  this  concept*,  re sfularly  this 
year  in  terms  o,f  how  you  ration  energy,  gas,  health  services  or  any- 
thing else.  I  particularly  appreciated  the  expert  testimony  you  pre- 
sented today. 

Mr.  Cruikshank.  Thank  you. 

Mr.  EosTEXKOW^SKi.  Mr.  Cruikshank,  the  administration  estimate 
on  saving  in  this  area  alone  was  about  $1.3  billion,  was  it  not? 

Mr.  Cruikshank.  The  original  estimate  was  $1.3  billion,  but  there 
are  other  proposed  savings  which  show  up  in  the  budget  figure,  if  we 
read  them  properly.  We  may  be  mistaken,  but  in  the  budget  figures  it 
showed  an  overall  saving  of  $2.2  billion. 

Mr.  EosTENKOwsKi.  Yes,  but  the  savings  related  to  the  cost  sharing 
and  the  catastrophic  proposal  advocated  by  the  administration  would 
be  savings  entirely  at  the  expense  of  the  Nation's  elderlv,  would  they 
not? 

Mr.  Cruikshank.  Definitely,  yes. 
!Mr.  RosTENKOwsKi.  Thank  you,  Mr.  Cruikshank. 
It  is  always  nice  to  see  our  colleague  from  Florida  here  with  us  once 
again. 

Congressman  Pepper,  if  you  will  take  the  witness  chair  and  proceed 
with  your  testimony. 

STATEMENT  OE  HON.  CLAUDE  PEPPEH,  A  EEPKESENTATIVE  IN 
CONGRESS  EEOM  THE  STATE  OF  ELOIIIDA 

Mr.  Pepper.  Thank  you,  Mr.  Chairman,  and  members  of  the  commit- 
tee. I  thank  you  very  much  for  the  privilege  of  being  here  with  you 
this  morning.  Especially  I  want  to  commend  you  as  a  Member  of  the 
House  for  the  great  work  this  committee  is  doing  to  try  to  make 
medicare  and  other  Federal  programs  more  meaningful  to  the  elderly 
of  this  country. 

The  annual  release  of  the  Federal  budget  can  bring  a  promise  of  help 
and  assistance  to  millions  of  our  populace  who  look  to  selected  pro- 
grams for  needed  aid  and  security.  Our  elderly  are  one  of  these  groups. 

How  disappointing  the  annual  message  was  for  our  older  Americans, 
especially  in  terms  o,f  the  crucial  programs  like  medicare  and  medicaid. 
The  administration  plainly  wants  those  over  65  to  pay  more  for  their 
health  care. 
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"We  are  told  that  the  elderly  are  paying  more  today  for  medical  care 
than  they  were  paying  before  medicare  was  adopted.  Xow  the  admin- 
istration wants  them  to  pay  more.  Let  me  briefly  summarize  Ford's 
request. 

In  the  medicare  program,  patient  cost-sharing  would  be  upped  in 
most  cases.  In  the  hospital  insurance  (part  A)  portion,  beneficiaries 
pay  an  initial  deductible  amount  (currently  S104)  per  pay  period.  'No 
further  payments  are  required  of  beneficiaries  until  thev  have  been 
hospitalized  for  at  least  60  days  or  have  been  in  a  skilled  nursing 
facility  for  at  least  20  days,  after  which  the  beneficiaries  are  liable  for 
a  daily  coinsurance  amount  related  to  the  initial  deductible — cur- 
rently. S26  per  day  from  the  60-90  days  of  hospitalization  and  $52 
per  day  from  the  91st-150th  day.  A  daily  payment  of  $13  is  imposed 
for  the  21st-100th  day  of  care  in  a  skilled  nursing  facility.  There  is  no 
maximum  patient  cost-sharing  liability  applicable  to  the  hospital  in- 
surance program. 

The  legislation  being  proposed  by  the  administration  would  require 
a  patient  to  pay  a  coinsurance  amount  of  10  percent  in  excess  of  the 
current  deductible  amount.  The  administration  tried  to  sweeten  this 
bitter  pill  by  settinof  a  maximum  on  the  amount  of  cost-sharing  that 
beneficiaries  would  liave  to  pay  out-of-pocket  for  hospital  insurance — ■ 
they  call  it  ''catastrophic  health  insurance,"  but  it  really  is  not  that. 
This  amount  would  be  $500  per  year  period  durinof  1976,  but  would 
be  adjusted — upwards — annually  to  reflect  cost-of-living  increases  in 
social  security  cash  benefits. 

I  am  afraid  the  President  has  forgotten  that  there  are  a  lot  of  el- 
derly in  this  country  who  don't  have  $500.  There  are  a  lot  in  my  area 
who  have  to  choose  everyday  between  a  cup  of  coffee  and  a  newspaper 
they  are  so  sorely  beset  by  their  financial  problems. 

The  supplementary  medical  insurance  (part  B)  portion  of  the  medi- 
care program  would  be  changed  as  well.  Under  present  law,  enrollees 
must  satisfy  an  annual  deductible  of  S60.  They  are  also  responsible 
for  any  charges  in  excess  of  80  percent  of  charges  for  serA'ices  recog- 
nized as  "reasonable"  by  the  medicare  program.  Enrollees  currently 
pav  a  monthly  premium  in  the  amount  of  S6.T0  (scheduled  to  increase 
to  $7.20  in  Julv  1.  1976)  for  SMI  protection. 

The  legislation  being  proposed  upon  which  the  President's  buclo^et 
is  based  would  increase  the  annual  deductible  to  $77  in  1977.  This 
amount  would  increase  in  future  years  by  the  same  percentage  as  cash 
])enefits  increase  under  social  security.  A  new  coinsurance,  at  the  rate 
of  10  percent,  would  be  imposed  for  hospital-based  physicians  and 
home  health  services.  Patient  liability,  which  at  present  is  imlimited, 
would  be  limited  to  $250  in  1977,  but  would  be  adjusted  in  later  years 
to  reflect  cost-of-living  increases  in  social  security  cash  benefits. 

President  Ford  called  the  above  legislation  "The  Medicare  Improve- 
ments Act  of  1976.''  "Wlien  one  realizes  how  much  more  our  elderly 
would  have  to  pay  for  medicare,  it  becomes  apparent  that  the  title  is 
the  cruelist  joke  of  all. 

Take  hospital  insurance,  for  example.  The  average  covered  hospital 
stay  in  fiscal  year  1974  was  11  days  for  an  aged  medicare  beneficiary. 
Under  present  legislation,  a  person  with  a  covered  stay  of  11  days 
would  pay  $124  for  the  1977  cleductible  and  nothing  more.  Under  the 
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President's  proposal,  lie  would  incur  a  charge  of  $124  plus  an  addi- 
tional $125  if  hospital  charges  are  $125  per  daj^  for  a  total  of  $249. 
If  hospital  charges  are  liigTier,  the  patient  would  have  to  pay  even 
more.  Say  hospital  charges  are  $200  per  day;  the  patient  would  owe 
$332.  That  is  a  "minimum"  that  the  President  proposes  to  impose 
upon  the  elderly  people  of  this  country. 

Ford  said  rather  proudly  in  his  State  of  the  Union  Message,  "Xo- 
body  after  reaching  age  65  will  have  to  pay  more  than  $500  a  year  for 
covered  hospital  or  nursing  home  care ..."  The  President  and  Mem- 
bers of  Congress  and  many  people  of  this  country  can  pay  $500  for 
anything  they  want  to.  They  can  bet  $500  at  a  racetrack.  But  the 
eld-erly  en  masse  in  this  country  cannot  even  afford  to  pay  what  they 
are  having  to  pay  at  the  present  time.  And  the  President  would  have 
them  pay  more.  In  actuality,  a  medicare  patient  who  is  hospitalized 
under  present  medicare  provisions  would  not  incur  $500  in  hospital 
charges  until  about  the  76th  day  of  his  stay.  And  only  35  out  of  every 
10,000  medicare  patients  had  hospital  stavs  that  long  in  fiscal  year 
1974. 

That  sounds  to  me  like  investing  millions  of  dollars  in  research  for 
a  disease  that  affects  almost  no  one,  while  leaving  the  devastating  ill- 
nesses, the  real  killers,  still  incurable. 

The  President's  catastrophic  illness  plan  misses  the  point  in  a  dif- 
ferent way.  The  majority  of  illnesses  suffered  by  the  elderly  are  not 
of  a  catastrophic  nature.  But,  our  older  Americans  do  require  more 
visits  to  their  doctors  and  more  trips  to  the  hospital  than  younger 
Amxericans — over  three  times  as  much,  by  som.e  counts.  By  increasing 
the  cost  of  medicare  for  short-term  patients,  costs  are  going  to  go  up 
enough  so  that  some  of  our  elderly  may  delay  needed  medical  visits 
simply  to  avoid  the  increased  costs,  possibly  with  dire  consequences  to 
their  health  later.  This  may  very  well  result  in  more  serious  illnesses 
for  our  elderly  that  could  have  been  checked  if  diagnosed  in  time. 

Even  Secretary  David  Mathews,  when  asked  how  the  President's 
budget  proposal  would  affect  the  increased  am.ounts  medicare  bene- 
ficiaries would  have  to  pay  for  health  care,  admitted,  "More  will  be 
paying  more."  More  will  be  paying  more — that  is  what  the  President 
is  asking  of  the  poor  elderl}^,  only  about  two-thirds  of  whom  are  above 
the  povert}^  level,  to  do. 

The  President's  change  to  the  medicare  program  was  one  of  the 
biggest  savings  in  his  new  budget.  His  proposals  would  reduce  medi- 
care outlays  by  $2.2  billion  under  what  would  otherwise  be  spent  in 
fiscal  year  1977.  I  wonder  if  the  President  really  realizes  the  signifi- 
cance of  what  he  proposes  to  do.  To  take  the  accolade  of  the  people 
of  this  country,  to  put  savings,  a  few  billions  of  dollars,  ahead  of  the 
health  and  lives  of  the  elderly  people  in  this  country.  Can  he  possibly 
take  any  pride  in  telling  the  country  and  the  Congress  that  he  wants 
to  save  $2.2  billion  when  he  is  taking  it  right  out  of  the  medical  care 
treatment,  the  health  and  the  happiness  of  the  elderly  people  of  this 
country  ?  $2.2  billion  is  certainly  very  impressive,  but  does  that  savings 
have  to  come  out  of  the  pockets  of  our  elderly  and  retired,  those  most 
probably  on  fixed  incomes,  that  need  this  assistance  the  most? 

I  want  to  commend  this  committee  on  your  concern  about  tax  re- 
form. You  are  concerned  about  saving  money  wherever  you  can.  But 
I  have  not  seen  this  distinguished  committee  propose  to  increase  the^ 
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taxes  of  the  poor  of  this  country  as  a  ^Y£iJ  or  raising  more  revenue.  Yoii 
are  trying  to  close  loopholes  where  those  who  can  pay  are  required  to 
do  so. 

I  believe  it  is  truly  sad  that  the  President  would  have  to  resort  to — ■ 
in  essence — cutting  essential  services  from  our  elderly  to  balance  his 
budget  proposal.  That  is  like  hitting  the  people  who  have  labored  long 
and  hard  for  our  countr3\  right  where  it  hurts  them — their  dwindling 
fiscal  resources.  And  fiscal  resources  continue  to  dwindle  for  these 
people,  because  inflation  is  not  licked  yet.  And,  as  the  President  might 
well  remember,  these  people  have  more  difficulty  meeting  the  cost  of  in- 
flation, which  he  and  his  administration  have  not  been  able  to  curb^ 
and  ^lembers  of  Congress  with  our  salaries  or  the  President  with  his 
salary  are  the  better  off  of  the  people  of  this  country. 

When  one  takes  an  overall  view  of  the  medicare  program,  and  vrhat 
it  has  done  for  our  elderly,  the  picture  becomes  even  blacker.  It  has 
been  said  l^efore  and  it  will  be  said  again,  that  the  per  capita  costs 
for  our  older  Americans  have  almost  doubled  in  the  past  10  years 
since  the  medicare  program  was  enacted  from  $236.72  in  1966  to 
$115.37  in  fiscal  1974.  And,  the  medicare  share  of  the  aged's  health 
bill  has  dropped  as  well  in  reecnt  years.  In  1974,  the  proportion  paid 
bv  medicare  was  38  percent  compared  with  a  high  of  44  percent  in 
1069. 

^ledicare'S  share  of  expenditures  for  pli5^sicians  services  has  also 
continued  to  decline.  In  19G9,  it  was  60  percent;  in  1974,  it  was  52 
percent.  Sad  to  say,  part  of  this  decrease  is  because  fewer  physicians 
are  accepting  patients  on  medicare.  And,  according  to  the  budget  pro- 
posal, medicare  would  not  reimburse  phj'sicians  in  1977  for  more  than 
a  4-percent  increase  in  their  fees.  This  is  a  further  incentive  to  the 
constantly  decreasing  number  of  physicians  who  will  not  take  assign- 
ment or  I'efuse  to  accept  medicare's  definition  of  a  reasonable  charge 
and  bill  the  patiejit  for  the  unmet  part  of  the  fees. 

Chairman,  I  have  long  sponsored  legislation  to  provide  our 
populace  and  our  elderly  with  national  health  insurance  coverage. 
I  was  an  original  sponsor  of  the  Murray-Wagner-Dingell  proposal 
ip.any  years  ago.  I  am  a  present  cosponsor  of  the  Health  Security  Act 
of  1975,  H.Iv.  21.  I  want  and  desire  added  coverage  for  our  people. 
But.  not  this  way.  We  may  not  be  close  to  a  definitive  national  health 
insur'ance  proposal  yet,  although  I  hope  your  great  committees  is  ap- 
[)roachjng  the  enactment  of  that  program,  we  are  still  working  very 
liai'd  and  very  conS'  i(_ntiously  on  it. 

Thanlv  iroodness  it  is  the  Congress  who  sets  authorizations  and  enacts 
legislatiijn,  and  not  the  President.  Over  the  past  session,  we  have 
worked  nontop  here  in  Congress  to  enact  programs  that  would  give 
aid  in  a  fla<rging  economy  while  still  reducing  inflation.  We  have 
worked  vei  y  lii'i  fl  to  protect  our  elderly  and  those  on  fixed  income  in 
tlieir  bout  v,  Itli  inflation  and  unemployment. 

I  would  say  the  94th  Congress  really  has  its  work  cut  out  for  it^ 
especially  in  the  area  of  providing  need  and  assistance  to  our  elderly. 
Move  than  any  other  group,  these  individuals  look  to  the  Federal 
(xovei-nmoit  for  assistance.  I  do  not  want  to  see  them  short-changed. 

Incideni ill] y.  in  Florida  just  a  little  bit  ago,  our  State  administra- 
tion cut  10  million  dollars  from  our  medicaid  budget  for  the  elderly 
in  nursing  homes.  That  meant  $24  million  was  cut  away  from  ih® 
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elderly  in  nursing  homes  because  the  $10  million  of  State  funds  brought  - 
into  the  State  $14  million  of  Federal  funds,  "^^liat  T^'as  the  result  ?  The 
nursing  homes  immediately  declared  that  they  were  not  going  to 
accept  any  more  medical  patients.  So  the  elderly,  who  needed  to  go 
<to  nursing  homes,  were  denied  access  to  them.  The  administration 
■^said  they  would  alloAv  only  a  4-percent  increase  in  doctor's  fees.  If  we 
•can't  effectively  fix  the  fees  of  the  doctors,  I  am  afraid  that  is  going 
to  be  like  those  nursing  homes.  They  will  just  say,  "Very  well,  we 
won't  take  these  medicare  patients  because  we  can't  afford  to  take 
them,''  for  reasons  which  they  consider  satisfactory  to  themselves. 

I  feel  very  strongly  about  eliminating  the  coinsurance  and  deducti- 
ble portions  of  the  medicare  program,  not  increasing  them.  If  the 
medicare  program  needs  more  money,  why  not  take  some  out  of  Fed- 
eral revenues,  not  out  of  the  pockets  of  our  older  citizens.  I  would 
propose  a  7 -percent  ceiling  on  fee  increases,  not  4  percent,  which  is  not 
realistic  in  view  of  rising  costs.  I  also  strongly  believe  in  the  provisions 
for  the  cost-utilization  regulations  and  those  for  professional  standards 
reviev7  organizations,  to  help  keep  a  Federal  check  on  costs. 

But,  you  cannot  check  costs  so  much  that  doctors  will  not  want  to 
even  treat  the  elderly. 

As  Nelson  H.  Cruikshank,  president  of  the  National  Council  of 
Senior  Citizens,  said,  "It  has  been  long  my  conviction  that  the  real 
measure  of  the  value  of  insurance  is  by  how  well  it  covers  what  hap- 
pens to  most  people.  By  this  measure,  the  Ford  proposal  comes  close 
to  zero."  I  believe  Mr.  Cruikshank's  statement  stands  for  itself,  and 
it  represents  how  most  elderly  would  feel  about  these  proposals.  1 
urge  the  committee  to  make  medicare  truly  more  responsive  to  the 
needs  of  our  elderly,  not  less  so,  as  President  Ford  would  have  us  do. 
If  our  President  cannot  take  the  initiative  to  aid  our  elderly — and  it 
seems  he  cannot — I  hope  that  the  Congress  can  enact  some  valuable 
and  needed  programs  to  give  our  elderly  the  aid  and  assistance — and 
pride — ^they  truly  need  to  have  continued  faith  in  our  Government. 
We  truly  owe  it  to  them. 

May  I  read  a  short  portion  of  the  recommendations  that  my  sub- 
committee No.  2  of  the  House  Select  Committee  on  Aging  is  making, 
which  will  bring  about  the  improvement  of  medicare.  Our  recom- 
mendations include  the  extension  of  home  health  benefits  and  eligibility 
under  medicare  and  medicaid,  as  a  cost-effective  alternative  to  expen- 
sive institutionalization;  additional  appropriations  for  home  health 
services ;  the  inclusion  of  comprehensive  home  health  care  in  any  na- 
tional health  plan;  implementation  of  the  1971  White  House  Confer- 
ence on  Aging's  home  health  recommendations  calling  for  a  compre- 
hensive, effective  program  of  widely  available  homemaker  and  home 
health  services  in  any  Federal  health  and  welfare  program:  new  in- 
centives for  the  development  of  outpatient  clinics,  specializing  in — but 
not  exclusively  for — geriatrics ;  multiple  purpose  senior  centers ;  pro- 
viding health,  nutritional,  recreational  and  social  services ;  consolida- 
tion of  fragmented  health  programs  within  HEW,  by  creating  an 
Assistant  Secretary  for  Elderly  Health  in  HEW;  placing  under  the 
jurisdiction  of  the  new  Assistant  Secretary  all  long-term  care  inter- 
agency task  forces,  thereby  ending  the  current  structural  conflict  of 
the  Office  of  Nursing  Home  Affairs'  coordination  of  home  health 
programs. 

Mr.  Chairman,  if  our  President  cannot  take  the  initiative  to  aid  oar 
elderly — and  it  seems  that  he  cannot — I  have  confidence  that  this  dis- 
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tinguished  committee  and  the  Congress  will  enact  valuable  improve- 
ments in  the  medicare  program  and  not  accept  recommendations  from 
any  source  which  would  curtail  the  benefits  of  that  program  to  the 
needy  elderly  of  this  country. 

I  thank  you  very  much,  Mr.  Chairman,  and  members  of  the  commit- 
tee^, for  the  honor  and  the  opportunity  of  appearing  before  you. 

Mr.  EosTEXKowsKi.  We  want  to  thank  you,  Con^-ressman  Pepper. 
It  is  always  interesting  to  have  you  testify.  We  know  that  your  sub- 
committee of  the  Aging  Committee  is  working  on  many  of  "^the  same 
problems  as  concerns  us.  It  is  always  a  benefit  for  us  to  hear  from  you 
and  the  positions  that  you  take. 

Are  there  any  questions  ? 

Mrs.  Keys.  Thank  you. 

Just  one  question,  sir.  You  have  been  here  much  longer  than  I  have. 
Perhaps  you  are  privy  to  some  thinking  that  I  am  not  able  to  objec- 
tively evaluate. 

Could  you  tell  me  any  reason  why  the  administration  and  HEW 
would  propose  to  leave  a  levy  limitation  on  home  health  services  when 
they  are  removing  limitations  on  everything  else  in  this  weird 
proposal  ? 

Mr.  Pepper.  I  will  say  to  the  gentlelady  I  don't  know  why  they  are, 
except  to  save  money.  They  have  reduced  the  number  of  visits. 

My  Subcommittee  on  Health  and  Long-Term  Care,  House  Select 
Committee  on  Aging,  sent  a  protest  against  some  proposed  modifica- 
tions in  the  available  number  of  visits  which  were  available  to  the 
elderly  who  had  hospitalization. 

All  I  can  say  is  they  are  trying  to  save  money  by  reducino-  the 
amount  of  service  that  they  render  to  the  elderly  people.  I  can  attribute 
no  other  motive  to  it  than  a  desire  to  save  money  at  the  expense  of  the 
most  deserving  needy  people  which  cannot  appeal  to  the  consicence 
of  anybo<ly  in  our  country. 

Mrs.  Keys.  Thank  you.  It  seems  to  me  that  in  effect  it  would  really 
be  saving  money  by  encouraging  home  health  service  delivery  rather 
than  expensive  hospital  delivery.  I  just  thought  maybe  you  would  have 
some  understanding  of  why  the  time  limitation  was  left  in  this  area. 
It  makes  no  sense  to  me. 

Mr.  Pepper.  As  a  matter  of  fact,  I  think  it  can  be  well  established 
that  if  we  had  a  comprehensive  home  health  service  program  it  would 
save  money  from  the  medicare  program  and  the  medicaid  program  in 
hospitals  and  nursing  homes.  And  it  would  make  the  people  so  much 
happier  to  remain  in  their  accustomed  environment,  amono^  their  fam- 
ily and  friends  rather  than  in  their  advanced  age  to  have  to  be  torn 
away  from  that  environment  and  put  into  a  nursing  home. 

If  I  may  do  so,  I  will  quote  my  dear  mother  who  said  to  me  time 
after  time,  '^Son,  don't  ever  let  them  put  me  in  one  of  those  nursing 
homes."  Fortunately,  she  lived  out  her  life  in  her  own  home  among 
her  own  friends  and  surroundings.  She  had  a  horror  of  being  torn  out 
of  this  home  and  away  from  her  friends  and  her  community,  put  off 
in  a  strange  environment,  subjected  in  advanced  age  to  the  nursing 
home,  even  assuming  it  is  a  good  one.  Most  of  them  today  don't  get 
money  enough  to  run  the  kind  of  nursing  homes  that  the  people  really 
should  have. 

Mrs.  Keys.  Thank  you  very  much. 

Mr.  Pepper.  Thank  you. 

Mr.  RosTENKowsKi.  Mr.  Martin  ? 
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Mr.  Martin.  Senator  Pepper,  I  want  to  thank  you  for  your  being 
here  and  your  remarks. 

I  gather  from  your  remarks  that  you  oppose  tlie  President's  pro- 
posal Then  you  try  to  make  it  appear  that  the  President  is  trying 
;to  increase  the  tax  on  poor  retired  people.  For  example,  you  quoted 
.Secretary  Mathews  as  saying,  "More  will  be  paying  more."  Then  you 
-.repeated  that  by  saying  that  the  elderly  poor  will  be  paying  more. 

Is  that  what  Secretary  Mathews  said,  that  the  elderly  poor  will 
Ibe  paying  more.  Or  did  you  transpose  that  to  make  it  sound  like  he 
was  going  to  tax  the  elderly  poor  ? 

Mr.  Pepper.  They  would  be  paying  more,  as  I  pointed  out  in  my 
statement.  The  elderly  avouIcI  be  paying  more. 

Mr.  Martin.  Let's  see  if  we  get  our  terms  right.  Is  there  a  distinc- 
tion betw^een  the  elderly  and  the  elderly  poor?  Not  all  the  elderly 
are  poor. 

Mr.  Pepper.  No. 

Mr.  Martin.  As  I  understand  it. 

Mr.  Pepper.  But  my  recollection  is  about  one-third  of  the  elderly 
of  this  country  are  below  the  poverty  level.  Of  course,  there  are  some 
who  are  not  impoverished,  but  we  are  talking  about  many  of  the 
elderlj^  people  of  this  country.  I  don't  know  of  a  more  pitiful  spectacle 
than  to  go  into  tJie  areas  where  there  are  large  numbers  of  the  elderly 
of  this  country  and  see  the  conditions  under  which  they  are  living. 

In  my  owm  area,  Miami  Beach  is  one  of  the  better  income  parts  of 
the  country.  But  in  South  Beach  I  have  been  there  with  a  member  of 
this  committee.  Sam  Gibbons  and  I  one  time  walked  down  into  that 
area  with  others.  We  came  to  one  place  Avhere  there  w^ere  two  elderly 
ladies  living.  There  were  a  lot  of  paper  sacks  down  on  the  floor. 

I  said,  "What  are  those  sacks?"  They  said,  "That  is  vvdiat  we  have 
to  keep  our  food  in,  to  keep  the  rats  from  eating  it." 

The}^  told  about  how  the  landlord  cut  off  the  heat  from  the  stove 
when  the  weather  got  cool  so  they  wouldn't  use  the  heat,  because  they 
didn't  have  any  heat  in  their  place.  I  started  to  snj  something  on  radio. 
Somebody  put  a  microphone  up  in  front  of  me  and  one  of  these  ladies 
ran  screaming  to  me,  "Please,  don't  say  anything."  She  was  trembling. 
"Don't  say  anything.  The  landlord  will  turn  us  out."  It  was  obvious 
that  they  were  just  barely  subsisting  in  that  environment. 

I  see  a  lot  of  it.  I  am  sure  my  friend  is  probably  possessed  of  a  good 
bit  of  it  in  his  district  if  he  goes  out  in  those  areas  and  sees  it. 

I  would  have  hoped  that  a  man  with  a  great  warm  heart  like  our 
President  would  have  come  before  the  country  and  said,  "I  am  going  to 
do  more  for  the  elderly  people  in  this  country  than  has  ever  been  done 
by  an3'body." 

What  he  proposes  to  do  is  to  take  away  from  them  a  pnrt  of  what 
we  have  already  given  them  and  call  that  balancing  the  budget.  He 
takes  pride  in  meeting  the  criticisms  of  Ronald  Reagan,  that  he  is  a 
hard-boiled  guy  when  it  comes  to  financial  affairs.  That  is  not  what  I 
call  either  statesmanship  or  humanitarian. 

Mr.  Martin.  This  and  10  times  more  than  this  will  not  balance  the 
budget,  as  the  distinguished  Representative  from  Florida  so  well 
knows. 

It  is  my  understanding  of  the  President's  proposal  that,  instead  of 
proposing  to  increase  the  payments  of  the  elderly  poor,  he  is  proposing 
to  increase  the  share  in  the  medical  payments  for  people  who  can  afford 
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to  do  so.  ]Mt  understanding  is  that  those  people  who  cannot  afford  the 
deductible  and  the  coinsurance,  people  who  are  beloAv  the  poverty  level 
as  you  described  it,  would  be  eligible  for  medicaid  services  to  pick  up 
those  costs.  Am  I  incorrect  in  that  ? 

Mr.  Pepper.  What  difference  does  it  make  whether  it  comes  out  of 
medicare  or  medicaid.  The  States  contribute  to  the  medicaid  program, 
but  the  Federal  Government  puts  up  about  $2  for  every  $1. 

To  make  a  case  for  it,  now  the  President  is  proposing  to  reduce  the 
amount  of  medicaid. 

Mr.  RosTEXKOwsKi.  Indirectly  through  the  bloc  grant  approach. 

^Ir.  Pepper.  He  is  going  to  give  $10  billion  to  the  State.  AVlien  I 
talked  to  the  chairman  of  the  Waj's  and  Means  Committee  of  the 
Florida  Senate  and  others,  they  tell  us  that  we  certainly  will  get  less 
money  under  medicaid  under  the  President's  program  than  we  get  at 
the  present  time. 

^Ir.  EosTEXKOwsKi.  I  am  under  the  impression  that  the  President 
wants  to  do  away  with  active  Federal  involvement  in  the  medicaid  pro- 
gram. 

IMr.  ^Martix.  I  believe  he  is  proposing  to  put  that  into  a  bloc  grant 
program  and  any  of  the  States  would  have  the  same  leeway  to  expend 
that  for  the  same  purposes  it  is  now  expended  without  the  administra- 
tive overhead  of  the  Federal  Government. 

^Ir.  Pepper.  As  far  as  I  am  concerned,  I  am  not  for  bloc  grants. 
When  you  get  into  these,  at  least  I  am  not  for  them  when  we  are  going 
to  get  less  money  than  we  would  otherwise  get.  It  seems  to  me  that  the 
Congress  of  the  United  States  has  pioneered  in  this  field.  It  was  the 
Congress  that  enacted  medicare  and  it  was  Congress  that  enacted  medi- 
caid which  induced  the  States  to  contribute  as  much  as  they  are  now 
distributing  to  the  care  of  the  needy  people  of  this  sector,  including  the 
needy  elderly. 

I  am  not  willing  to  forego  and  to  abandon  the  responsibility  of  Con- 
gress to  see  to  it  that  this  kind  of  program  is  carried  on.  I  say  we  can 
have  our  own  program.  We  can  improve  it  when  it  is  necessary  to  im- 
prove it.  When  the  administration  needs  to  be  made  more  efficient,  we 
can  find  wa^'S  to  do  that  without  Congress  in  this  most  critical  field,  of 
life  and  death  and  health,  abandoning  its  responsibility  and  saying, 
'*We  leave  it  up  to  the  States." 

In  my  area,  the  first  payment  that  one  of  our  municipalities  got  under 
revenue-sharing,  for  example — which  is  the  same  principle — was  to 
raise  the  salaries  of  all  the  employees  of  that  municipality.  Congress 
would  never  have  done  that  with  the  money.  AVe  would  have  tried  to 
liave  found  some  humanitarian  need  in  the  community  and  met  that 
need. 

'Wliile  there  is  a  place  for  the  bloc  grant  program,  I  am  not  in  favor 
of  the  Congress  abandoning  an  area  that  it  has  so  well  pioneered  in 
areas  that  mean  so  much  to  so  many  of  our  peox^le. 

^Ir.  Martix.  I  appreciate  the  gentleman's  comm.ents  on  bloc  grants. 
Let's  see  what  we  agree  on.  We  agreed  that  there  are  some  elderly 
people  who  are  not  poor.  There  are  some  elderly  people  who  have  been 
able  to  provide  for  their  retirement.  I  want  to  ask  you  about  these 
people. 

The  elderly,  well  to  do,  should  they  pay  more  of  their  own  health 
care  costs  ?  Or  should  we  ask  working  people  in  your  district  and  my 
district  to  pay  for  increasing  health  costs  for  these  people  ? 
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Mr.  Pepper.  Of  course,  you  get  into  the  means  test  question.  I  realize 
an  argument  can  be  made,  althougii  the  means  test  is  a  humiliating 
experience  to  a  lot  of  people. 

We  have  the  problem  of  the  school  lunch  program  in  the  schools. 
There  are  a  lot  of  children  who  could  easily  pay  for  what  their  lunches 
cost.  On  the  other  hand,  we  try  to  handle  it  in  such  a  way  as  not  to 
embarrass  the  needy. 

The  same  principle  arises  in  respect  to  the  nutrition  program.  The 
elderly  are  supposed  to  pay  50  cents  if  the}^  can.  But  those  who  ad- 
minister the  program  try  to  handle  it  in  such  a  way  that  those  who 
can't  pay  will  not  be  embarrassed  about  it. 

Mr.  Martin.  But  the  question  is  should  

Mr.  Pepper.  But  I  don't  know  that  the  President  limited  his  $500 
or  $750  a  year  program  just  to  the  needy.  Maybe  there  is  a  means  test 
applied  to  it. 

Mr.  Martin.  I  will  try  to  find  out  if  there  is  some  ground  on  which 
we  agree. 

Mr.  Pepper.  I  understand  that  anybody  in  the  elderly  category  can 
get  the  benefit  of  that  catastrophic  program.  I  might  be  wrong  in  my 
impression  of  what  the  President's  program  is. 

Mr.  IVIartin.  My  question  is  what  is  the  view  of  the  gentleman  from 
Florida?  Do  you  think  people  who  are  retired  but  who  have  substan- 
tial income  should  be  expected  to  pay  their  own  health  costs  ? 

Mr.  Pepper.  Yes;  if  we  could  handle  it  in  a  way  that  will  avoid 
humiliation  to  the  people  who  have  to  accept  it. 

Mr.  Martin.  But  then  you  propose  eliminating  deductibles  and 
coinsurance. 

Mr.  Pepper.  I  beg  pardon  ? 

Mr.  Martin.  But  you  propose  that  we  eliminate  deductibles  and  co- 
insurance— that  is  the  copayments. 

Mr.  Pepper.  Yes.  I  do  propose  that  you  eliminate  deductibles. 

Mr.  Martin.  Well,  if  we  eliminate  deductibles  and  the  patient  needs 
to  make  no  copayments,  then  there's  no  way  for  the  wealthier  indi- 
viduals to  pay  their  own  way. 

I  have  no  further  questions,  Mr.  Chairman. 

Mr.  Kostenkowski.  Thank  you,  Mr.  Pepper. 

Mr.  Pepper.  Thank  you,  Mr.  Chairman. 

Mr.  Kostenkowski.  Mr.  Clark. 

Welcome  to  the  committee,  Mr.  Clark.  If  you  will  identify  the  gen- 
tlenien  with  whom  you  are  associated,  you  may  proceed  with  your 
testimony. 

STATEMENT  OF  JEEEY  N.  CLAEK,  DIEECTOH  OF  EESEARCH,  [ 
UNITED  MINE  WOEKEKS  OF  AMEEICA  HEALTH  AND  EETIEE-  | 
MENT  FUNDS;  ACCOMPANIED  BY  JOHN  H.  PAINTEE,  M.D., 
ASSISTANT  EXECUTIVE  MEDICAL  OFFICEE;  AND  STUAET  H. 
EAKOFF,  PH.  D.,  ASSISTANT  DIEECTOE  OF  EESEAECH,  UMWA 
HEALTH  AND  EETIEEMENT  FUNDS 

^  Mr.  Clark.  Mr.  Chairman,  these  comments  are  based  on  informa- 
tion available  as  of  last  week.  We  would  like  permission  to  submit  my 
statement  and  its  appendix  for  the  record  if  we  may. 
Mr.  Kostenkowski.  Without  objection,  it  is  so  ordered. 
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Mr.  Clark.  Mr.  Chairman,  the  United  Mine  Workers  of  America 
Health  and  Retirement  Funds  are  grateful  for  this  opportunity  to 
appear  before  this  subcommittee  to  present  testimony  on  the  changes 
in  the  medicare  program  proposed  by  the  administration. 

The  health  and  retirement  funds  are  successors  to  the  original  wel- 
fare and  retirement  fund  established  by  the  Krug-Lewis  Agreement  in 
1946.  The  funds  provide  health  and  pension  benefits  to  a  population  of 
over  760,000  coal  miners,  retired  and  disabled  miners,  and  their  de- 
pendents, living  in  48  of  the  50  States,  but  concentrated  in  the  coalfield 
areas  of  Appalachia,  the  Upper  Mississippi  Valley,  and  the  rural  West. 
Of  these  three-quarters  of  a  million  people,  about  106,000  are  presently 
medicare  enrollees,  for  whom  the  funds  pay  the  medicare  deductibles 
and  coinsurance. 

The  funds  are  multiemployer  joint  trust  established  under  section 
302  of  the  Taft  Hartley  Act.  The  agreements  under  which  we  operate 
are  adopted  as  part  of  the  collectively-bargained  wage  agreements 
l^etween  the  United  Mine  Workers  of  America,  the  Bituminous  Coal 
Operators  Association,  the  Association  of  Bituminous  Contractors, 
and  individual  coal  mine  operators  and  coal  haulers.  Eligibility  for 
and  level  of  benefits,  and  rates  of  pa^^ment  from  the  signatory  com- 
panies are  established  for  the  term  of  the  collective  bargaining  agree- 
ment by  the  trusts'  settlers.  The  funds  are  administered  by  a  three- 
member  board  of  trustees  representing  the  union,  employers,  and  a 
jointly-appointed  neutral.  The  present  tmstees  are  Harry  Huge, 
cliairman,  appointed  by  the  union,  C.  W.  Davis,  appointed  by  the  em- 
ployers, and  Paul  R.  Dean,  neutral.  The  three  trustees  are  committed  to 
act  solely  in  the  interests  of  the  persons  covered  by  the  trusts,  and  are 
bound  by  the  fiduciary  responsibility  established  in  the  Employee  Re- 
tirement Income  Security  Act  o,f  1974. 

As  you  Iviiow.  coal  mining  is  one  of  the  most  dangerous  occupations 
in  the  United  States,  and  it  should  therefore  be  no  surprise  that  our 
population  has  a  very  high  rate  of  medical  problems  which  require  pro- 
fessional care.  The  high  incidence  of  disease  and  accidents,  coupled 
with  the  traditionally  poor  access  to  medical  care  in  the  rural  areas  we 
serve,  and  compounded  by  other  hardships  of  rural  and  mountain  life, 
liave  made  the  27  years  of  the  funds'  medical  program  a  unique  cliapter 
in  American  health  care.  In  1975,  the  funds  paid  out  almost  $200  mil- 
lion for  health  care  for  our  covered  population,  about  $40  million  of 
that  for  beneficiaries  on  medicare. 

Our  concern  with  the  proposed  changes  in  the  medicare  program 
derive  from  our  purpose,  as  stated  in  the  trust  documents : 

(1)  Providing  beneficiaries  of  the  trust  with  quality  health 
care. 

(2)  Improving  the  delivery  of  quality  health  care  services. 

(3)  Assisting  beneficiaries  in  solving  their  health  needs  through 
education  and  prevention  measures. 

(4)  Assisting  the  beneficiaries  of  the  trust,  wherever  practical, 
in  improving  their  general  health  and  living  conditions. 

These  general  goals  are,  however,  constrained  by  the  fixed  level  o,f 
income  to  the  funds  set  by  the  wage  agreement,  and  by  the  responsi- 
bilities of  the  trustees  under  ERISA  to  insure  the  availability  of  bene- 
fits into  the  future.  In  this  regard,  we  are  in  a  position  similar  to  the 
thousands  of  other  jointly-administered  trusts  established  under  Taft- 
Hartley  and  covered  by  ERISA. 
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While  the  funds  do  not  provide  medical  care  directly  to  our  bene- 
ficiaries, we  also  do  not  operate  strictly  as  a  third-party  payor.  Rather, 
we  see  our  role  as  both  arranging,  facilitating,  and  pajdng  for  health 
care  for  our  population,  and  as  working  with  both  providers  of  care 
and  beneficiaries  to  control  costs  and  improve  the  quality  of  care.  The 
benefits  covered  are  quite  comprehensive — they  include  all  physician 
care,  both  in  and  out  of  the  hospital,  hospital  costs,  and  chronic  care 
drugs.  The  major  exclusions  are  dental  care  and  routine  eye  care  and 
eyeglasses.  For  those  beneficiaries  covered  by  medicare,  currently  about 
106,000  persons,  we  provide  coverage  for  most  of  the  costs  not  reim- 
bursed by  medicare,  including  the  deductibles  and  coinsurance.  The 
burden  of  the  administration  program  will  thus  fall  on  the  trusts,  not 
on  our  beneficiaries  directly. 

Our  analysis  of  the  cost  impact  of  the  administration  proposals 
represents  an  aggregate  view  of  their  impact  on  our  medicare  popu- 
lation. As  such,  it  resembles  closely  other  analyses  which  have  ap- 
peared since  the  proposals  were  announced  and  which  will  be  restated 
and  amplified  by  others  in  these  hearings.  The  major  thrust  of  the 
proposals  is  to  shift  the  burden  of  inflationary  health  costs  from  the 
Federal  budget  to  the  individual  recipients  of  care,  or  their  agents 
in  the  case  of  a  fund  such  as  ours.  But  by  shifting  the  burden  of  these 
costs,  nothing  is  done  to  really  control  the  increase  in  health  costs 
nationally,  and  at  the  same  time  the  opportunity  for  medical  care 
that  medicare  has  promised  is  further  reduced  for  millions  of  older 
Americans. 

Our  fiduciary  relationship  forces  us  to  carefully  consider  the  fiscal 
consequences  of  the  administration  proposals,  although  we  are  con- 
cerned with  their  human  costs  as  well.  These  fiscal  consequences,  as 
spelled  out  below,  lead  us  to  oppose  these  changes  for  two  primary 
reasons : 

(1)  They  represent  a  change  in  the  procedures  which  the  parties 
to  the  collective  bargaining  agreement  assumed  in  determining  the 
future  costs  and  income  of  the  trusts,  a  change  for  which  they  were 
not  able  to  plan. 

(2)  They  threaten  to  bankrupt  at  least  one  of  our  trust  funds  and 
thereby  threaten  the  present  and  future  benefits  of  our  three-quarters 
of  a  million  beneficiaries. 

We  estimate  the  increased  net  cost  to  the  funds  from  these  pro- 
posals at  almost  $34  million  over  the  next  2  years,  an  increase  of  $321 
for  each  of  our  medicare-enrolled  beneficiaries. 

From  this  perspective,  our  examination  of  the  proposals  of  the  ad- 
ministration leads  us  to  consider  the  cost  impact  of  the  proposals 
on  the  funds,  esDecially  given  the  fixed  income  of  the  funds  and  the 
requirement  of  ERISA  that  future  benefits  be  funded.  In  this  sense, 
therefore,  our  experience  is  not  unlike  a  medicare  enrollee  with  fixed 
income  and  a  requirement  to  save  at  least  part  of  that  for  future 
needs. 

CHANGES  IN  PART  A  CO\TEEAGE 

The  administration  proposal  to  add  10  percent  coinsurance  after 
the  first  day  of  hospitalization  will  significantly  increase  our  costs  for 
hospitalization  of  medicare-covered  beneficiaries.  The  coinsurance 
would  add  $4.4  million  to  funds  cost  in  the  fiscal  year  ending  in  June 
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1977.  and  an  additional  $6.25  million  in  the  following  year.  This 
amounts  to  doubling  the  fund's  cost  of  hospitalization  for  these  bene- 
ficiaries. Against  this  increase,  the  expected  savings  from  the  part  A 
catastrophic  coverage,  even  with  the  days  limitation  removed,  is  only 
$0.17  million  in  the  first  year  and  $0.25  million  in  the  second.  The 
result  is  an  additional  net  cost  to  the  funds  of  $10.25  million  over  2 
years,  or  an  increase  of  almost  $100  per  beneficiary. 

CHAXGES  IX  PART  B  CG^-ER^VGE 

The  proposals  to  modif}^  part  B  supplemental  medical  insurance 
will  also  add  direct  costs  to  the  program.  The  funds  have  qualified 
as  a  group  practice  repayment  plan  under  medicare,  having  a" defined 
group  of  participating  physicians  most  of  whom  provide  service  on  a 
basis  other  than  fee-f or-service.  The  funds  are  reimbursed  by  medicare 
for  its  portion  of  the  medical  costs  of  our  enrolled  beneficiaries.  The 
trusts'  terms  require  all  eligible  beneficiaries  to  enroll  for  part  B 
coverage. 

As  a  GPPP.  the  funds  and  medicare  calculate  an  average  deductible 
based  on  the  present  medicare  deductible  and  the  proportion  of  our 
beneficiary-enroll ees  wlio  will  reach  that  outlay.  At  the  current  level, 
tliat  average  deductible  is  now  $33.16.  We  project  that  under  the 
administration  proposal  it  will  rise  to  $16.20  in  our  fiscal  year  1977 
and  to  $48.60  in  the  year  ending  in  June  1978.  The  total  cost  of  the 
funds  over  present  levels  is  projected  at  about  $3  million  over  the 
2  years. 

The  second  change  proposed  in  part  B  would  add  10  percent  to  the 
present  coinsurance  levels  for  two  types  of  services — in-hospital  physi- 
cians services  and  home  health  care.  The  effect  on  the  funds  of  this 
increase  amounts  to  almost  $2.2  million  over  2  years. 

Finally,  in  part  B  proposals,  the  administration  proposes  to  add  a 
catastrophic  ceiling  of  $250  per  year.  Assuming  this  were  to  apply  to- 
a  group  practice  prepayment  plan  in  the  same  way  the  deductible  is 
now  calculated,  we  estimate  it  will  result  in  savings  of  about  $^^ 
million  over  the  2  years. 

The  result  of  these  part  B  changes  is  a  net  cost  increase  of  over 
$1.7  million  for  the  2  j^ears,  an  amount  equal  to  about  $11:  per 
beneficiary. 

As  is  clear  from  these  data,  the  net  impact  of  the  President's  pro- 
posals for  catastrophic  coverage  of  hospital  and  medical  costs  will 
aid  neither  the  elderly  on  medicare,  nor  the  funds  as  their  payor. 

Instead,  the  proposals  will  significantly  increase  the  financial 
burden  on  the  funds,  significantly  hamper  our  ability  to  provide  high 
quality  medical  care  to  beneficiaries  at  present,  and  may  confound 
the  requirement  to  fullv  fund  future  benefits  in  accordance  with 
ERISA. 

The  concept  of  insurance  is  to  spread  risk,  and  we  understand  a 
catastrophic  insurance  program  as  one  which  would  equally  spread 
tlie  cost  for  the  highest  1  or  2  percent  of  the  population  covered  over 
the  whole  group.  The  result  of  spreading  the  catastrophic  savings  we 
would  experience  under  those  sections  of  the  proposal  would  be  an 
additional  cost  of  $8  per  beneficiary  over  the  2  years.  The  estimated 
cost  to  each  funds'  beneficiaries  of  the  administration's  catastrophic 
and  accompanying  proposals  would  be  $141  for  this  same  period.  This 
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(difference,  we  believe,  makes  the  catastropliic  coverage  misleading,  at 
tlie  very  least. 

It  is  important  as  well  to  consider  the  consequences  of  this  large 
penalty  in  increased  costs  to  the  elderly.  Faced  with  higher  prices  for 
medical  care  below  the  catastrophic  levels,  the  elderly  will  seek  less 
«are.  The  predictable  outcome  of  this  is  that  preventive  care  and 
Hiealth  maintenance  will  become  too  expensive  for  some  and  will  there- 
rf ore  be  neglected,  resulting  in  more  frequent,  more  complicated,  longer 
^ind  more  expensive  hospitalizations,  a  large  part  of  which  will  have 
ito  be  covered  by  medicare  as  catastrophic.  In  the  end,  not  only  the 
human  suffering  and  pain,  but  the  cost  of  health  care,  will  increase — ■ 
not  decrease — as  a  result  of  these  proposals. 

CHAXGES  IN  REIMBURSEMENT 

The  second  set  of  proposals  under  consideration  would  set  limits  on 
tlie  amount  of  increase  in  both  hospital  and  physician,  and  other 
medical  costs  that  medicare  would  reimburse.  The  result  is  to  create 
a  gap  between  the  expected  increases  in  costs  (estimated  by  Secretary 
Mathews  at  14  percent  for  hospital  charges  and  10  percent  for  physi- 
cian services)  and  the  amount  of  increase  reimbursed  to  providers  by 
medicare. 

In  the  case  of  hospitals,  the  present  medicare  statute  prevents  them 
•from  passing  on  this  difference  between  increased  cost  and  the  medi- 
<?are  ceiling  as  an  extra  charge  to  medicare  beneficiaries.  But  there  is 
310  limit  proposed  on  hospital  charges  as  in  the  price-stabilization  era. 
So  we  can  expect  that  charges  will  continue  to  rise  at  14  percent 
•iiimually ,  and  the  gap  between  that  and  medicare's  7 -percent  limit  will 
be  ]Dassed  on  in  higher  charges,  with  medicare  patients  paying  part 
of  the  difference  as  their  10  percent  coinsurance  of  higher  charges,  and 
the  remainder  being  passed  on  to  nonmedicare  patients  who  pay  hos- 
pital charges.  Our  estimate  of  this  indirect  cost  impact  is  that  it  may 
reach  $15  million  over  the  2  years. 

Similarly,  physicians  charges  under  part  B  would  be  limited  to 
4-percent  annual  increase,  as  compared  to  an  estimated  inflation  rate 
of  10  percent.  Those  doctors  who  do  not  accept  assignment  will 
naturally  pass  this  10  percent  on  to  enrollees  who  will  have  only  4 
percent  of  the  increase  reimbursed.  If  applied  in  a  similar  manner  to 
gTOup  practice  prepayment  plans  such  as  the  funds,  the  expected  in- 
direct cost  would  be  almost  $4  million  over  2  years.  This  is  hardly  the 
health  care  cost  control  we  need. 

CONCLUSION 

The  net  impact  on  our  funds  of  these  proposed  reimbursement  ceil- 
ings is  thus  alDOut  $19  million,  or  about  $179  for  each  of  our  medicare 
enrollees.  When  added  to  the  direct  cost  impacts  outlined  above,  they 
amount  to  a  total  cost  to  the  funds  of  almost  $34  million  over  the  next 
2  years,  which  represents  an  increase  over  projected  costs  of  almost  40 
percent.  This  represents  $321  for  each  of  the  106,000  medicare  enrol- 
lees in  our  plans,  and  would  seriously  jeopardize  our  ability  to  deliver 
the  level  of  benefits  we  are  committed  to  deliver  both  now  and  in 
the  future.  The  proposed  changes  are  a  serious  threat  to  the  sanctity 
of  collectively  bargained  contracts  and  benefit  plans  such  as  ours.  If 
enacted,  they  would  threaten  the  health  benefits  that  our  population 
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has  earned  through  long  and  difficult  serA-ice  meeting  the  Xation's 
energy  needs. 

The  funds  believe  that  control  of  health  care  costs  is  one  of  the 
major  health  policy  issues  yrith  ^hich  we  must  deal  as  a  Xation.  How- 
ever, we  also  believe  that  cost  control  must  be  accomplished  without 
the  significant  sacrifices  in  access  to  care  that  these  proposals  would 
entail. 

In  the  final  analysis,  health  expenditures  must  be  measured  against 
the  health  they  produce.  And  in  the  long  run,  higher  levels  of  health 
will  result  in  lower  rates  of  hospitalization,  lower  health  care  costs^ 
and  lower  income  loss  from  illness  and  disability.  Any  policy  which 
attempts  to  control  costs  by  producing  less  health — as  these  proposals 
are  certain  to  do — is  truly  shortsighted. 

Thank  you.  Mr.  Chairman.  My  colleagues  and  I  would  be  happy 
to  try  to  answer  any  questions  you  may  have. 

[Attachments  to  the  statement  follow :] 

APPENDIX 

ASSUMPTIONS 

For  the  analysis  of  the  cost  impact  on  the  Funds  of  these  Medicare  changes^ 
the  following  assumptions  are  made  : 

1.  The  number  of  Medicare — covered  beneficiaries  included  in  the  Fund  popula- 
tion is  assumed  to  be  : 

Over   65   95, 000 

Under  65   11,000 

Total    106,000 

2.  Hospital  admission  rate  per  1000  Medicare  covered  beneficiaries  is  based  on 
the  FY  1975  level  of  479  per  1,000  beneficiaries. 

3.  Average  length-of-stay  is  the  same  as  U.S.  Medicare  experience,  or  11.7  days 
per  admi.'^sion. 

4.  Average  hospital  per-diem  charge  to  Medicare  is  equal  to  $104  for  calendar 
]9~6:  a  7%  increase  is  projected  for  the  next  two  years,  to  $111  in  calendar 
1077  ;  and  to  $119  in  calendar  1978. 

TABLE  I.— ESTIMATED  CHANGES  IN  FUNDS  HOSPITALIZATION  COSTS  UNDER  MEDICARE,  ADMINISTRATION 
PROPOSALS  (ASSUMES  7  PERCENT  COST  LIMITATION) 


Present 


Adminis- 
tration 
proposal 


A.  FISCAL  YEAR  JULY  1,  1976  TO  JUNE  30,  1977 

1.  Number  of  admissions                                                                                      50,774  50,77* 

2.  1st  day  deductible                                                                                         5i5, 465,306  $5,  455,306; 

3.  10  percent  coinsurance.      4,435,  288' 

4.  Less  catastrophic  coverage     177.455 

5.  Met  coinsurance  cost       4,257,833" 

6.  Total  funds  cost-                                                                                     5,  465,. 305  9,723,139^ 

7.  Increase  (percent)      7^ 

B.  FISCAL  YEAR  JULY  1,  1977  TO  JUNE  30,  1978 

1.  Number  of  admissions                                                                                         50,774  50,774 

2.  1st  day  deductible                                                                                    $5,847,895'  $5,847,895 

3.  10  percent  coinsurance       6,257,248 

4.  Less  catast'^ODhic  coverage     250,257 

5.  Net  coinsurance  cost    ..  6,006,991 

6.  Tctal  funds  cost   -                                        5,847,895  11,854,886 

7.  Increase  (percent)...      103 
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Table  II. — Increase  in  deductible  costs  under  administration  proposal 

Year  ending  June  30, 1977 : 

Number  of  beneficiaries   106,  000 

Cost  at  $46.20  average  deductible  $4,  897,  200 

^ost  at  $33.16  average  dedactible   3,  514,  960 

Difference    1.382,240 

Tear  ending  June  80,  1978 : 

Number  of  beneficiaries   106,  000 

Cost  at  $48.60  average  deductible  $5,  lol,  600 

Cost  at  $33.16  average  deductible   3,  514,  930 

Difference    1,  636,  640 

Table  III. — Savings  from  part  B  catastrophic  coverage 

Tear  ending  June  30,  1977 : 

Estimated  part  B  costs   $31,  527,  518 

4  percent  catastrophic   1,261.100 

20  percent  presently  paid  (savings)   252,  220 

Tear  ending  June  30, 1978  : 

Estimated  part  B  costs  „   34.  680,  822 

4  percent  catastrophic   1^  3S7^  232 

20  percent  presently  paid  (savings)   277,  446 

TABLE  IV.— INCREASED  COINSURANCE  FOR  PHYSICIANS  IN-HOSPITAL  SERVICES  AND  HOIVIE  HEALTH 

Physicians  Home 

in-hospital  health 

Year  ending  June  30, 1977: 

1.  Total  costs..                                                                                         $10,908,408  $252  395 

2.  Minus  share  of  deductible                                                                           712,727  861 

3.  Net                                                                                                      10,195,681  251,534 

4.  30-percent  coinsurance                                                                              3,058,704  75  460 

5.  20-percent  coinsurance                                                                             2,039,136  50  307 

6.  Difference..                                                                                         1,019,568  25^153 

7.  Total  difference.      $1,044,721 


Year  ending  June  30,  1978: 

1.  Total  costs     11,999,169  277,633 

2.  Minus  share  of  deductible   712,727  861 

3.  Net      11,286,422  276,772 

4.  30-percent  coinsurance     3,385,933  83,032 

5.  20-percent  coinsurance..       2,257,288  55,354 

6.  Difference      1,128,645  27,  678 

7.  Total  difference       1,156,323 


TABLE  v.— NET:C0ST  IMPACT  OF  INCREASED  DEDUCTIBLE  AND  COINSURANCE  AND  CATASTROPHIC  COVERAGE, 

PT.  B  MEDICARE 


Year  ending- 
June  30, 1977    June  30,  1978 


ncrease  from  deductible.. 

Increased  coinsurance  

Savings  from  catastrophic. 

Net  increase  , 


$1,  382,  224       $1,  636,  640 
1,044,721  1,155,323 
252,  220  277,  445 


2, 174,  725         2,  515,  517 
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TABLE  VI.— EXPECTED  P/IEDICARE  REIMBURSEMENTS  FOR  PT.  B 


Medicare  Medicare 
reimburse-  reimburse- 
ment expected  ment  expected 
Total  cost  at  current  rates         changes  Difference 


Fiscal  year: 

1975   $24,000,000  $17,300,000  

1975     30,290,000  22,190,000  

1977   33,319,000  24,322,870      $23,077,600  $1,245,270 

1978   36,650,900  26,755,157       24,000,704  2,754,453 


Total   3.999.723 


TABLE  Vii.-SUMMARY  OF  INCREASED  COSTS  TO  FUNDS  OF  ADMINISTRATION  MEDICARE  PROPOSALS,  FISCAL 

YEARS  1977  AND  1978 


Fiscal  year— 
1977  1978 


1.  Due  to  pt.  A  direct  increases. 

2.  Due  to  pt.  B  direct  increases. 

3.  Due  to  pt.  A  indirect  costs... 

4.  Due  to  pt.  B  indirect  costs... 

Total  cost  ($33,954,789).. 


4,  257,  833  6,  006,  991 
2,174,725  2,515,517 

5,  000,  000  10,  000,  000 
1,245,270  2,754,453 


12,677,828  21,276,961 


]Mr.  RosTEXKOwsKi.  Thank  you,  ^Ir.  Clark.  Are  there  any  questions  ? 

Thank  you  very  much. 

Mr.  Ossofsky  is  our  next  witness. 

AVelcome,  Mr.  Ossofsky.  If  you  would  identify  j^ourself  and  your 
organization,  you  may  proceed  with  your  testimony. 

STATEMENT  OE  JACK  OSSOESKY,  EXECUTIVE  DIEECTOR, 
NATIONAL  COUNCIL  ON  THE  AGING 

;Mr.  Ossofsky.  Thank  you,  Mr.  Chainnan. 

I  am  Jack  Ossofsky.  I'm  the  executive  director  of  the  National 
Council  on  tlie  Aging. 

1  would  like  to  submit  for  the  record  our  full  statement,  as  well  as 
a  public  policy  statement  adopted  by  our  board  of  directors,  dated 
September  1975,  as  part  of  our  testimony. 

5lr.  RosTEXKOAVSKi.  Without  objection,  it  is  so  ordered. 

]Mr.  Ossofsky.  May  I  at  the  outset,  ]\[r.  Chainnan  and  members  of 
tlie  committee,  compliment  you  for  calling  such  prompt  hearings  on 
the  President's  proposed  changes  in  the  medicare  pro<rram. 

Wb  believe  it  is  urgent  that  these  proposals  be  carefully  scrutinized, 
that  their  impact  on  the  health  care  and  needs  of  the  elderly  be  clearly 
undei'stood,  and  that  the  growing  fears  of  the  Nation's  aged  that  the 
health  care  they  so  desperately  need  will  be  placed  further  beyond 
their  reach  be  allayed  by  prompt  and  responsive  congressional  action. 

I  would  hope  that  T^  hat  more  and  more  appears  to  me  to  be  an  elec- 
tion year  elegy  will  not  put  the  elderly  to  sleep.  I  further  hope  that 
those  who  are  organized  in  a  variety  of  centers  and  other  organizations 
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will  not  be  lulled  to  sleep,  but  instead  will  help  stimulate  the  orchestra- 
tion of  a  comprehensive  health  program  for  all  Americans,  particu- 
larly for  the  elderly  who  are  in  a  priorit}^  circumstance  and  among  the 
most  vulnerable  in  needs  for  health  care. 

As  3^ou  may  know,  the  National  Council  on  the  Aging  is  a  private, 
nonprofit  organization  whose  membership  consists  of  individuals  and 
organizations  throughout  the  country  Avho  serve  the  Nation's  older 
citizens.  For  25  years,  NCOA  has  provided  leadership  in  the  field  of 
aging  to  public  and  private  agencies  at  the  national,  State  and  local 
levels.  Y\Q-  continue  to  be  a  national  resource  for  planning,  information 
and  service  in  those  areas  affecting  the  lives  of  the  Nation's  elderly 
population. 

Mr.  Chairman,  as  you  are  aware,  this  past  July  30  we  celebrated  the 
10th  amiiversary  of  the  day  on  which  President  Johnson  signed  the 
medicare  program  into  law.  I  might  say  that  I  have  personal  recol- 
lections from  having  been  present  at  the  signing  ceremony.  In  the 
ensuing  10  years  I  have  often  wondered  whether  the  efforts  I  and 
others  put  into  this  have  benefited  older  Americans  or  the  medical 
fraternity  instead.  Indeed,  we  have  made  progTess  in  the  medical  care 
we  provide  our  elderly  citizens,  but  much  remains  to  be  achieved. 

Our  hopes  on  that  day  were  very  high  indeed  that  the  elderly  and 
their  families  would  at  last  be  protected  against  financial  bankruptcy 
caused  by  one  long  hospital  stay;  that  the  aged  would  at  last  have 
access  to  the  health  care  they  needed ;  and  that  the  Nation  would  at  last 
have  a  program  on  which  to  build  toward  a  national  health  program 
for  all  Americans.  We  recognized  the  deficiencies  in  the  program 
caused  by  political  compromises  which  were  necessary  to  secure 
passage. 

Regretfully,  what  we  achieved  then  was  the  politically  possible,  not 
what  was  socially  sound  in  the  way  of  establishing  a  totally  compre- 
hensive program  for  the  elderly  or  anybody  else.  Still,  Mr.  Chairman^ 
our  hopes  were  high  that  we  were  committeed  as  a  people  to  secure 
adequate  health  care  for  the  aged  and  that  the  program  would  be  im- 
proved and  expanded  over  the  years  as  it  proved  its  worth. 

NCOA  believes  that  the  medicare  program  has  both  proven  its  worth 
and  continued  to  demonstrate  its  deficiencies.  Yet,  the  administration's 
proposals  would  curb  the  program's  current  effectiveness  and  do  abso- 
lutely nothing  to  eliminate  the  continuing  deficiencies. 

Let  us  briefly  summarize  some  recent  data  relating  to  the  health 
status  of  the  Nation's  elderly : 

The  elderh^  constitute  10  percent  of  the  population,  but  their 
health  care  costs  are  almost  30  percent  of  the  Nation's  total  health 
expenditures ; 

Health  care  costs  are  increasing  50  percent  faster  than  the  costs  of 
the  economy  as  a  whole : 

The  median  income  for  older  individuals  is  less  than  half  that  of 
younger  families  and  most  of  the  elderly  live  on  fixed  incomes ; 

Older  people  visit  doctors  50  percent  more  often,  have  twice  as 
many  hospital  stays  which  last  twice  as  long  as  those  under  65 ; 

Per  capita  health  care  costs  of  the  aged  are  three  and  one-half  times 
greater  for  people  aged  65  and  over  than  for  younger  people ; 

Fifteen  percent  of  the  elderly  have  chronic  conditions  which  require 
continuous  expenses ; 
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Drugs  now  account  for  23  percent  of  all  private  health  expenses  for 
older  Americans ; 

Drug  costs  are  three  times  higher  for  the  eklerly  than  for  younger 
people — costs  for  prescriptions  range  up  to  67  percent  higher  per  pre- 
scription for  the  aged ; 

In  1973,  the  elderly's  expenditures  for  drugs  and  drug  sundries 
amounted  to  almost  $2.1  billion,  almost  88  percent  of  that  cost  was 
linanced  through  their  own  limited  resources : 

Data  from  the  XCOA/Harris  survey  "The  ]Myth  and  Eeality  of 
Aging  in  America,"  show  that  poor  health  is  a  serious  problem  for  50 
percent  of  those  respondents  over  65 — a  very  serious  problem  for  21 
percent.  In  comparison,  it  is  a  serious  problem  for  23  percent  of  the 
younger  population  and  only  10  percent  perceive  it  as  a  very  serious 
problem. 

Perhaps  even  more  significant,  for  10  percent  of  the  elderly,  not  hav- 
ing enough  medical  care  is  a  serious  problem;  for  13  percent  it  is  a 
somewhat  serious  problem — a  total  of  5  million  elderly  persons,  there- 
fore, worry  about  the  lack  of  medical  care,  even  with  the  enactment  of 
the  medicare  program. 

The  record  of  the  current  medicare  program  on  meeting  these  over- 
whehning  health  care  needs  is  a  poor  one  indeed. 

In  1969.  medicare  covered  49  percent  of  the  total  costs  for  medical 
expenses  of  older  people,  but  in  1974,  it  accounted  for  only  38  per- 
cent— a  steady  decline  which  shows  no  sign  of  reversing  itself. 

The  elderly  now  pay  more  in  out-of-pocket  payments  for  health  care 
than  in  the  year  before  medicare  become  law. 

A  recent  Senate  Committee  on  Aging  study  reported  that  older  peo- 
ple are  spending  over  $500  million  a  year  for  private  insurance  to  sup- 
plement medicare. 

Over  the  years,  physicians  have  increasingly  refused  to  accept  medi- 
care assignments  because  they  claim  it  does  not  adequately  compensate 
them — 52  percent  refused  this  year.  They  prefer  to  bill  the  patient  di- 
i"ectly  which  allows  them  to  charge  more  and,  thus,  force  the  patient 
to  pay  more  out  of  his  own  pocket. 

Let  me  interject  here,  Mr.  Chairman,  since  some  questions  were 
raised  in  the  earlier  discussion  regarding  this  business  of  medicare  as- 
signment :  physicians  do  accept  as  full  payment  those  fees  that  are  pro- 
vided under  such  programs  as  Blue  Shield  in  many  of  the  States.  They 
do  accept  as  full  payment  the  fees  that  are  assigned  under  the  workers 
compensation  procfram.  It  seems  to  me  that  the  time  has  come  for  us 
to  stop  this  gap  in  the  medicare  program  by  establishing  a  schedule  of 
fees,  reasonable  and  decent  fees  but  limited  fees,  so  that  the  elderly  are 
not  then  caused  to  have  to  pay  in  excess  of  the  amounts  that  medicare 
currently  provides. 

Yet,  tiie  administration  does  not  respond  to  these  realities,  but  rather 
seeks  to  make  the  reality  of  aging  in  America  even  more  bleak.  Mr. 
Chairman.  XCOA  urofes  this  committee  to  reject  the  administration's 
cost-sharing  proposals,  the  10-percent  coinsurance  cost-sharing  by 
beneficiaries  on  char2:es  covered  by  the  medicare  hospital  insurance 
program,  and  the  $17  increase — $60  to  $77 — in  the  deductible  portion 
of  supplemental  coverage  for  out-of-hospital  doctor  bills. 

The  results  of  these  proposals  are  clear.  A  medicare  beneficiary^  now 
pays  for  the  first  day  of  hospital  charges — up  to  $104 — and  then  is  fully 
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covered  for  up  to  60  days  in  the  hospital.  The  administration  plan 
would  force  the  medicare  patient  to  pay  10  percent  of  all  costs  from 
the  2d  to  the  60th  day.  With  an  average  stay  of  11  days  as  it  is  now, 
out-of-pocket  expenses  for  the  elderly  will  more  than  double. 

And  what,  Mr.  Chairman,  is  the  administration's  rationale  for  this 
new  coinsurance  rate?  It  is  to  "discourage  unnecessary  utilization." 
Where  is  the  slightest  evidence  that  the  elderly  unnecessarily  utilize 
health  services  ?  Since  when  is  it  the  Federal  Government's  role  to  "dis- 
courage" access  to  health  care  for  the  elderly  ?  Are  we  saying  that  the 
elderly  who  incur  coronary  conditions  and  strokes  are  the  ones  who 
are  using  hospital  benefits  in  an  unnecessary  pattern  ?  Who  in  Heaven's 
name  determines  when  a  patient  goes  into  the  hospital  and  when  he  or 
she  leaves  ?  It  is  the  physician  who  makes  that  decision. 

Indeed,  in  those  rare  instances  where  physicians  are  required  to  keep 
a  patient  in  the  hospital  longer  because  there  is  no  outside  care  which 
would  help  that  patient  to  leave  sooner,  it  is  again  a  reflection  on  the 
fact  that  we  have  done  an  inadequate  job  of  providing  adequate  cover- 
age for  posthospital  care  and  home  health  services. 

But  burdening  the  older  patient  with  increasing  his  or  her  costs  is 
scarcely  a  way  to  deal  with  the  increasing  problems  inherent  in  our 
medical  care  system.  Mr.  Chairman,  current  program  costs  overburden 
the  elderly  and  limit  access  to  essential  health  care.  Any  attempt  to  in- 
crease that  financial  burden  and  further  limit  that  access  must  be  re- 
jected by  the  Congress. 

And  what,  Mr.  Chairman,  do  the  Nation's  elderly  get  in  return  for 
these  increased  costs  but  a  catastrophic  illness  plan  to  help  protect 
them  against  these  same  cost  increases.  It  should  be  made  clear  that 
the  catastrophic  proposal  only  affects  covered  services  under  medicare. 
There  is  no  move  to  expand  the  current  limited  coverage. 

Second,  under  the  current  program  provisions,  the  administration's 
ceiling  of  $500  on  hospital  bills  would  benefit  approximately  25,000  re- 
cipients who  stay  in  the  hospital  for  more  than  75  days — the  time  it 
takes  under  the  current  program  to  run  up  $500  in  uncovered  hospital 
bills.  These  are  25,000  people  out  of  some  25  million  medicare  bene- 
ficiaries. The  $250  ceiling  on  doctor  bills  would  benefit  between  1.5  and 
2  million  recipients.  Granted,  under  the  administration's  new  cost-shar- 
ing provisions,  millions  more  of  the  elderly  would  be  protected  under 
the  catastrophic  program.  But,  how  many  would  have  a  chance  to  use 
it?  That  seems  to  us  to  be  a  totally  unjustified  rationale  for  such  a 
program. 

It  is  obvious  that  the  administration  is  attempting  to  cut  back  the 
Federal  Government's  support  for  the  health  care  of  the  Nation's 
elderly  in  the  guise  of  a  new  protection  for  them.  The  Nation's  elderly 
will  not  be  deceived.  The  Congress  must  reject  the  administration's 
catastrophic  plan  as  well. 

Likewise,  NCOA  is  deeply  concerned  about  the  administration's  pro- 
posal to  place  a  4-percent  limit  on  increases  on  customary  and  prevail- 
ing physician's  charges  for  medicare  reimbursement  purposes.  While 
we  do  not  object  to  cost  controls,  the  administration's  proposal  will  al- 
low physicians  to  collect  from  their  medicare  patients  any  amounts  not 
reimbursed  by  the  program.  Such  a  provision  will  only  increase  the 
tendency  for  physicians  to  refuse  to  accept  medicare  assignment  and  in- 
crease costs  for  medicare  beneficiaries. 
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Mr.  Chairman.  XCOA  believes  that  the  final  responsibility  for  com- 
prehensive health  services,  both  physical  and  mental,  for  older  Ameri- 
-cans  lies  in  the  j^ublic  sector  and  at  the  Federal  level.  The  objective 
-of  such  health  services  should  be  the  provision  of  expanded  and 
specialized  health  programs  and  facilities  and  rehabilitative  and  pre- 
ventive care,  including  mental  health  services,  for  older  persons.  The 
provision  of  these  facilities  and  services  must  be  complemented  by  the 
■establishment  and  enforcement  of  national  standards  to  guarantee 
•quality  physical  and  mental  health  care  and  decent  living  conditions 
for  older  Americans. 

XCOA  supports  the  integration  of  medicare  into  a  national  health 
.security  program  for  Americans  throughout  the  lifespan.  The  public 
policy  statement  on  the  health  of  the  elderly  developed  by  the  NCOA 
1x)ard  of  directors  details  the  principles  we  believe  should  be  included 
in  such  a  program  and  I  have  requested  that  this  complete  statement 
be  included  in  the  written  record  of  this  hearing. 

Pending  the  establishment  of  a  national  health  security  program. 
XCOA  believes  the  present  medicare  and  medicaid  programs  should 
be  improved  and  expanded  to  meet  more  adecjuately  the  health  needs  of 
older  persons  in  relation  to  such  matters  as  length  of  stay  in  acute 
hospitals;  extended  care  and  nursing  home  facilities;  i:)sychiatric 
liospitals :  coverage  for  home  care :  diagnostic  and  preventive  services ; 
:and  out-of-hospital  drugs  and  medicine ;  the  elimination  of  the  premi- 
um paid  for  medicare  part  B.  the  coinsurance  features  related  to  hos- 
pital care,  and  the  deductible  related  to  doctor  bills. 

In  addition,  greater  coverage  should  be  provided  for  dental  care,  eye 
and  hearing  care  and  aids  as  well  as  for  other  prosthetic  devices 
which  contribute  to  social  and  health  functioning,  and  which  facilitate 
mobility  on  the  part  of  older  people. 

And  equally  important,  a  nationwide  program  of  comprehensive 
long-term  care  for  older  persons  suffering  from  chronic  disease  and 
disabilities  must  be  developed.  Such  a  program  should  include  spe- 
cialized health  programs  and  facilities  for  rehabilitation  and  resociali- 
zation  as  well  as  alternatives  to  institutional  care,  such  as  health 
maintenance  organizations,  neighborhood  clinics,  day  or  night  hospital 
care,  and  particularly  home  health  care  services. 

To  pay  for  this  expanded  coverage  and  reduced  out-of-pocket  ex- 
peiises,  XCOA  urges  that  the  medical  insurance  part  (part  B)  of 
medicare  be  financed  through  taxes  paid  during  the  working  years  and 
a  general  revenue  contribution  instead  of  through  premiums  paid  after 
retirement. 

Our  public  policy  statement  which  I  have  submitted  for  the  record, 
developed  by  our  Board  of  Directors,  details  the  opinions  we  believe 
sliould  be  included  in  such  a  program. 

In  testimony  which  I  gave  to  another  subcommittee  of  the  House 
"Way  and  Means  Committee  last  Friday,  we  urged  an  increase  in  the 
taxable  base  of  income  to  $24,000  for  social  security  taxes  and  ulti- 
mately the  inclusion  of  a  tripartite  funding  system  in  social  security 
out  of  general  i^evenues  of  the  Federal  Government.  We  believe  that 
that  would  not  only  provide  the  income  to  put  the  social  security 
system  in  balance  but  also  provide  the  funds  to  deal  with  these  recom- 
iiieiidations  which  I  have  just  made  relating  to  increasing  and  ex- 
panding the  medicare  program,  as  well  as  take  the  burden  off  the 
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working  population  who  are  being  hit  by  increased  taxation  in  social 
security. 

A  general  revenue  contribution  should  cover  one-third  of  total  medi- 
care costs  including  hospital  insurance  (part  A),  rather  than,  as  at 
present,  approximately  one-half  of  the  less  costly  part  B.  Premiums 
paid  out  of  limited  retirement  income  are  unduly  burdensome  to  the 
retired  and  should  be  eliminated. 

Let  me  make  one  final  comment.  There  has  been  some  reference  to- 
the  use  of  bloc  grants  as  a  way  of  dealing  with  some  of  the  provisions, 
of  health  care  not  currently  provided  or  in  medicaid. 

The  histor}^  of  the  last  few  years  has  clearly  shown  that  bloc  grant 
programs  don't  just  give  the  elderly  the  short  part  of  the  stick  but 
don't  give  them  enough  for  a  fingerhold  on  the  stick.  As  for  medicaid, 
as  it  is  now  being  proposed,  we  know  from  the  CETA  progTam  and 
general  revenue  sharing  the  elderly  simply  don't  get  a  proportionate 
fair  share  of  special  or  general  revenue-sharing  funds  either  in  propor- 
tion to  their  numbers  in  the  population  or  to  the  depth  of  their  need. 
General  revenue  sharing  statistics  of  the  Treastiry  Department  alone 
show  that  the  elderly,  who  are  listed  among  those  who  could  be  re- 
ceiving funds  under  general  revenue  sharing,  receive  less  than  half 
of  1  percent  through  programs  earmarked  for  them. 

In  the  CETA  program,  a  special  revenue-sharing  program  on  man- 
power, the  Department  of  Labor  itself  has  pointed  out  that  less  than 
4  percent  of  the  total  clients  are  over  40,  let  alone  over  65. 

^^%at  reason  is  there  for  us  to  expect  any  better  break  for  older 
people  in  a  bloc  grant  program  when  the  medicaid  program  is  blocked 
m  with  others  for  State  distributional  funds  ? 

Histor}^  teaches  us  something.  Let's  learn  something  from  that 
history.  Let's  move  ahead  and  build  on  this  program,  rather  than  dis- 
member it.  Let  us  see  the  older  people  who  are  least  capable  of  support- 
ing themselves  in  this  growing  economic  recession  turn  to  the  Federal 
Government  with  some  sense  of  hope  rather  than  the  continuing  disil- 
lusion from  fraudulent  promises  that  get  them  nowhere. 

Thank  you  very  much. 

[The  prepared  statement  and  public  policy  statement  previously- 
referred  to  follow:] 

Statement  of  Jack  Ossofsky,  Executive  Director,  the  National 
Council  on  the  Aging 

Mr.  Chairman  and  distinguished  members  of  the  Subcommittee  on  Health  of 
the  House  Committee  on  Ways  and  Means,  I  am  Jack  Ossofsky,  Executive  Direc- 
tor of  the  National  Council  on  the  Aging.  I  welcome  this  opportunity  to  present 
the  views  of  NCOA  on  the  Administration's  recent  proposals  for  changes  in  the 
Medicare  program.  NCOA  wishes  to  commend  this  Committee's  prompt  attention 
to  those  proposals.  We  believe  it  is  urgent  that  these  proposals  be  carefully  scru- 
tinized, that  their  impact  on  the  health  care  and  needs  of  the  elderly  be  clearly 
understood,  and  that  the  growing  fears  of  the  nation's  aged  that  the  health 
care  they  so  desperately  need  will  be  placed  further  beyond  their  reach  be  allayed 
by  prompt  and  responsive  Congressional  action. 

As  you  may  know,  the  National  Council  on  the  Aging  is  a  private,  nonprofit 
organization  whose  membership  consists  of  individuals  and  organizations  through- 
out the  country  who  serve  the  nation's  older  citizens.  For  25  years,  NCOA  has 
provided  leadership  in  the  field  of  aging  to  public  and  private  agencies  at  the 
national,  state  and  local  levels.  We  continue  to  be  a  national  resource  for  plan-  - 
ning,  information  and  service  in  those  areas  affecting  the  lives  of  the  nation's 
elderly  population. 
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Mr.  Chairman,  as  you  are  aware,  this  past  July  30  we  celebrated  the  tenth 
.anniversary  of  the  day  on  which  President  Johnson  signed  the  Medicare  program 
into  law.  Our  hopes  on  that  day  were  very  high  indeed  that  the  elderly  and  their 
;  families  would  at  last  be  protected  against  financial  bankruptcy  caused  by  one 
long  hospital  stay;  that  the  aged  would  at  last  have  access  to  the  health  care 
rhey  needed ;  and  that  the  nation  would  at  last  have  a  program  on  which  to  build 
toward  a  national  health  program  for  all  Americans.  We  recognized  the  deficien- 
cies in  the  program  caused  by  the  jKDlitical  compromises  which  were  necessary 
to  secure  passage.  Still,  Mr.  Chairman,  our  hopes  were  high  that  we  were  com- 
mitted as  a  people  to  secure  adequate  health  care  for  the  aged  and  that  the  pro- 
.  gram  would  be  improved  and  expanded  over  the  years  as  it  proved  its  worth. 

XCOA  believes  that  the  Medicare  program  has  both  proven  its  worth  and  con- 
tinued to  demonstrate  its  deficiencies.  Yet,  the  Administration's  proposals  would 
curb  the  program's  current  effectiveness  and  do  absolutely  nothing  to  eliminate 
the  continuing  deficiencies. 

Let  us  briefiy  summarize  some  recent  data  relating  to  the  health  status  of 
the  nation's  elderly : 

The  elderly  constitute  10  percent  of  the  population,  but  their  health  care  costs 
are  almost  30  percent  of  the  nation's  total  health  exx)enditures  ; 

Health  care  costs  are  increasing  50  percent  faster  than  the  economy  as  a 
whole ; 

The  median  income  for  older  individuals  is  less  than  half  that  of  younger  fami- 
lies and  most  of  the  elderly  live  on  fixed  incomes  ; 

Older  people  visit  doctors  50  percent  more  often,  have  twice  as  many  hospital 
stays  which  last  twice  as  long  as  those  under  65  ; 

Per  capita  health  care  costs  of  the  aged  are  three  and  one-half  times  greater 
for  people  aged  65  and  over  than  for  younger  people ; 

Fifteen  percent  of  the  elderly  have  chronic  conditions  which  require  continuous 
expenses ; 

Drugs  now  account  for  23  percent  of  all  private  health  expenses  for  older 
Americans ; 

Drug  costs  are  three  times  higher  for  the  elderly  than  for  younger  people — 
costs  for  prescriptions  range  up  to  67  percent  higher  per  prescription  for  the 
aged ; 

In  1973,  the  elderly's  expenditures  for  drugs  and  drug  sundries  amounted  to 
almost  $2.1  billion,  almost  88  percent  of  that  cost  was  financed  through  private 
resources ; 

Data  from  the  XCOA/Harris  survey  "The  Myth  and  Reality  of  Aging  in 
America",  show  that  "poor  health"  is  a  serious  problem  for  50  percent  of  those 
respondents  over  65 — a  very  serious  problem  for  21  percent.  In  comparison,  it  is  a 
serious  problem  for  23  percent  of  the  younger  population  and  only  10  percent 
perceive  it  is  as  a  very  serious  problem. 

Perhaps  even  more  significant,  for  10  percent  of  the  elderly,  not  having  enough 
medical  care  is  a  serious  problem :  for  18  percent  it  is  a  somewhat  serious  prob- 
lem— a  total  of  5  million  elderly  persons  worry  about  the  lack  of  medical  care. 

The  record  of  the  current  Medicare  program  on  meeting  these  overwhelming 
health  care  needs  is  a  poor  one  indeed  ! 

In  1969,  Medicare  covered  49  percent  of  the  total  costs  for  medical  expenses 
of  older  people,  l)ut  in  1974,  it  accounted  for  only  38  percent — a,  steady  decline 
which  shows  no  sign  of  reversing  itself ; 

The  elderly  now  pay  more  in  out-of-pocket  payments  for  health  care  than  in 
the  year  before  Medicare  became  law ; 

A  recent  Senate  Committee  on  Aging  study  reported  that  older  people  are 
spending  over  .$500  million  a  year  for  private  insurance  to  supplement  Medicare; 

Over  the  years,  physicians  have  increasingly  refused  to  accept  Medicare  assign- 
ments because  they  claim  it  does  not  adequately  compensate  them  (52  percent 
refused  this  year).  They  prefer  to  bill  the  patient  directly  which  allows  them  to 
charge  more  and.  thus,  force  the  patient  to  pay  more  out  of  his  own  pocket. 

Yet,  the  Administration  does  not  respond  to  these  realities,  but  rather  seeks 
to  make  the  reality  of  aging  in  America  even  more  bleak.  Mr.  Chairman,  NCOA 
urgp-s  this  Committee  to  reject  the  Administration's  cost-sharing  proposals,  the 
10  percent  co-insurance  cost-sharing  by  beneficiaries  on  charges  covered  by  the 
Medicare  hospital  insurance  program,  and  the  $17  increase  ($60  to  $77)  in  the 
deductible  portion  of  supplemental  coverage  for  out-of -hospital  doctor  bills. 

The  results  of  these  proposals  are  clear.  A  medicare  beneficiary  now  pays  for 
the  first  days  of  hospital  charges  (up  to  $104)  and  then  is  fully  covered  for  up 
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to  60  days  in  the  hospital.  The  Administration  plan  would  force  the  Medicare' 
patient  to  pay  ten  percent  of  all  costs  from  the  second  to  the  sixtieth  day.  With, 
an  average  stay  of  eleven  days,  out-of-pocket  expenses  for  the  elderly  will  mor& 
than  double. 

And  what,  Mr.  Chairman,  is  the  Administration's  rationale  for  this  new  co- 
insurance rate?  It  is  to  "discourage  unnecessary  utilization."  Where  is  the  slight- 
est evidence  that  the  elderly  unnecessarily  utilize  health  services?  Since  when  is 
it  the  Federal  Government's  role  to  "discourage"  access  to  health  care  for  the 
elderly?  Mr.  Chairman,  current  program  costs  overburden  the  elderly  and  limit 
access  to  essential  health  care.  Any  attempt  to  increase  that  financial  burden  and 
further  limit  that  access  must  be  rejected  by  the  Congress. 

And  what,  Mr.  Chairman,  do  the  nation's  elderly  get  in  return  for  these  in- 
creased costs  but  a  catastrophic  illness  plan  to  help  protect  them  against  these 
same  cost  increases.  It  should  be  made  clear  that  the  catastrophic  proposal  only 
affects  covered  services  under  Medicare.  There  is  no  move  to  expand  the  current 
limited  coverage. 

Secondly,  under  the  current  program  provisions,  the  Administration's  ceiling 
of  $509  on  hospital  bills  would  benefit  approximately  25,000  recipients  who  stay 
in  the  hospital  for  more  than  75  days  (the  time  it  takes  under  the  current  pro- 
gram to  run  up  $500  in  uncovered  hospital  bills).  The  $250  ceiling  on  doctor  bills 
would  benefit  between  1.5  million  and  2  million  recipients.  Granted,  under  the 
Administration's  new  cost-sharing  provisions  millions  more  of  the  elderly  would 
be  protected  under  the  catastrophic  program.  But,  Mr.  Chairman,  that  seems  to 
us  to  be  a  totally  unjustified  rationale  for  such  a  program. 

It  is  obvious  that  the  Administration  is  attempting  to  cut  back  the  Federal 
Government's  support  for  the  health  care  of  the  nation's  elderly  in  the  guise  of 
a  new  protection  for  them.  The  nation's  elderly  will  not  be  deceived.  The  Congress 
must  reject  the  Administration's  catastrophic  plan. 

Likewise,  NCOA  is  deeply  concerned  about  the  Administration's  proposal  to 
place  a  4  percent  limit  on  increases  on  customary  and  prevailing  physician's 
charges  for  Medicare  reimbursement  purposes.  While  we  do  not  object  to  cost 
controls,  the  Administration's  proposal  will  allow  physicians  to  collect  from  their 
Medicare  patients  any  amounts  not  reimbursed  by  the  program.  Such  a  provision 
will  only  increase  the  tendency  for  physicians  to  refuse  to  accept  Medicare  assign- 
ment and  increase  costs  for  Medicare  beneficiaries. 

Mr.  Chairman,  NCOA  believes  that  the  final  responsibility  for  comprehensive 
health  services,  both  physical  and  mental,  for  older  Americans  lies  in  the  public 
sector  at  the  Federal  level.  The  objective  of  such  health  services  should  be  the 
provision  of  expanded  and  specialized  health  programs  and  facilities  and 
rehabilitative  and  preventive  care,  including  mental  health  services,  for  older 
persons.  The  provision  of  these  facilities  and  services  must  be  complemented  by 
the  establishment  and  enforcement  of  national  standards  to  guarantee  quality 
physical  and  mental  health  care  and  decent  living  conditions. 

NCOA  supports  the  integration  of  Medi'?are  into  a  national  health  security 
program  for  Americans  throughout  the  life  span.  A  public  policy  statement  on 
the  health  of  the  elderly  developed  by  the  NCOA  Board  of  Directors  details  the 
principles  we  believe  should  be  included  in  such  a  program  and  I  request  that  this- 
complete  statement  be  included  in  the  written  record  of  this  hearing. 

Pending  the  establishment  of  a  national  health  security  program,  NCOA 
believes  the  present  Medicare  and  Medicaid  programs  should  be  improved  and 
expanded  to  meet  more  adequately  the  health  needs  of  older  persons  in  relation 
to  such  matters  as  length  of  stay  in  acute  hospitals :  extended  care  and  nursing 
home  facilities ;  psychiatric  hospitals :  coverage  for  home  care :  diagnostic  and 
preventive  services ;  and  out-of-hosoital  drugs  and  medicines :  the  elimination  of 
the  premium  paid  for  Medicare  Part  B.  the  co-insurance  features  related  to 
hos;pital  care,  and  the  deductible  related  to  doctor  bills. 

In  addition,  greater  coverage  should  be  provided  for  dental  care,  eve  and 
hearing  care  and  aids  as  well  as  for  other  prosthetic  devices  which  contribute  to 
social  and  health  functioning,  and  which  facilitate  mobility. 

And  equally  important,  a  nationwide  program  of  comprehensive  long-term' 
care  for  older  persons  suffering  from  chronic  disease  and  disabilities  must  be 
developed.  Such  a  program  should  include  specialized  health  programs  and 
facilities  for  rehabilitation  and  resocialization  as  well  as  alternatives  to  institu- 
tional care,  such  as  health  maintenance  organiztions,  neighborhood  clinics,  day 
or  nisrht  hospital  care,  and  home  care  services. 

To  pay  for  this  expanded  coverage  and  reduced  out-nf-pocket  expenses,  NCOA 
urges  that  the  medical  insurance  part  (Part  B)  of  Medicare  be  financed  through 
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taxes  paid  during  the  working  years  and  a  general  revenue  contribution  instead 
of  through  premiums  paid  after  retirement.  A  general  revenue  contribution 
should  cover  one-third  of  total  Medicare  costs  including  hospital  insurance 
(Part  A),  rather  than,  as  at  present,  approximately  one-half  of  the  less  costly 
Part  B.  Premiums  paid  out  of  limited  retirement  income  are  unduly  burdensome 
to  the  retired  and  should  be  eliminated. 

Thank  you,  Mr.  Chairman  and  distinguished  members  of  this  Committee,  for 
your  attention  to  our  concerns,  and  your  consideration  of  our  suggestions. 


Public  Policy  Statement  of  the  Board  of  Directors,  National  Council  on 

THE  Aging,  Inc. 

HEALTH  of  THE  ELDERLY 

Good  health  is  a  basic  ingredient  of  a  satisfactory  life  for  all  people.  For 
older  Americans  this  goal  is  more  difficult  to  attain  and  maintain  than  for  the 
remainder  of  the  population.  Growing  older  is  almost  always  accompanied  by 
an  increasing  need  for  health  care  services  (people  aged  65  and  over,  while 
approximately  10  percent  of  the  population,  account  for  30  percent  of  health 
care  costs). 

While  recognizing  that  good  health  should  be  a  public  policy  goal  for  all 
Americans,  the  National  Council  on  the  Aging  is  particularly  concerned  that 
there  be  a  public  commitment  to  assuring  that  the  necessary  steps  are  taken  so 
that  older  Americans  can  live  healthfully  and  can  choose  and  purchase  appro- 
priate health  care  services. 

NCOA  believes  that  the  final  responsibility  for  comprehensive  health  services, 
both  physical  and  mental,  for  older  Americans  lies  in  the  public  sector  at  the 
Federal  level.  The  objective  of  such  health  services  should  be  the  provision  of 
expanded  and  specialized  health  programs  and  facilities  and  rehabilitative  and 
preventive  care,  including  mental  health  services,  for  older  persons.  The  provision 
of  these  facilities  and  services  must  be  complemented  by  the  establishment  and 
enforcement  of  national  standards  to  guarantee  quality  physical  and  mental 
health  care  and  decent  living  conditions.  Therefore,  NCOA  supports  the  early 
establishment  of  a  national  health  security  program  which  incorporates  the 
following  principles : 

1.  Comprehensive  physical,  mental,  environmental  and  social  health  care  bene- 
fits for  all  Americans ; 

2.  The  integration  of  Medicare  into  a  national  health  security  program  for 
Americans  throusrhout  the  life  span  : 

3.  The  elimination  of  all  co-insurance,  deductibles  and  premiums ; 

4.  Administration  and  fiscal  management  of  the  new  health  security  program 
by  a  public  agency  without  an  intermediary  between  the  providers  and  the 
public  agency : 

.5.  Financing  of  the  health  program  through  general  revenues  and  payroll 
taxes. 

0.  Consumer  participation  of  the  aged  in  the  development  and  implementation 
of  thi':  program  including  involvement  in  quality  controls  (in  such  areas  as 
accessibility,  acceptability  and  accountability)  and  in  cost  controls. 

7.  Coverage  for  the  full  range  of  long-term  care  services,  including  home-based, 
community-based  and  institutional-based  services,  with  appropriate  quality  and 
cost  controls  specifically  designed  for  the  aged. 

8.  Monies  allocated  to  research  and  output  measurement  to  include  appropriate 
attempts  to  develop  criteria  for  evaluation  of  health  care  delivery  to  the  aged 
related  to  functional  capacity,  ranging  from  minimal  self-care  to  full  independ- 
ence; and 

f).  The  exclusion  of  means  tests  from  any  aspect  of  the  program. 

Pending  the  establishment  of  a  national  health  security  program  and  recog- 
nizing that  health  care  costs  are  now  increasing  50  percent  faster  than  the 
economv  as  a  whole :  that  per  capita  health  care  costs  in  1973  were  SV2  times 
greater  for  people  aged  65  and  over  than  for  younger  age  groups:  that  Medicare, 
which  covered  49  percent  of  the  total  costs  for  medical  expenses  in  1969  covered 
only  88.1  percent  of  these  expenses  in  1974 :  and  that  skyrocketing  costs  of  health 
programs  do  not  reflect  advances  in  health  services  for  older  people,  NCOA 
recommends :  .  ,  ^ 

10.  The  present  Medicare  and  Medicaid  programs  should  be  improved  and 
expanded  immediately  to  meet  more  adequately  the  health  needs  of  older  per- 
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sons  in  relation  tr  sucli  matters  as  length  of  stay  in  acute  hospitals ;  extended  ( 
care  and  nursing  Lome  facilities ;  psychiatric  hospitals  ;  coverage  for  home  care ; 
diagnostic  and  preventive  service ;  and  out-of -hospital  drugs  and  medicines ;  the 
elimination  of  the  premium  paid  for  Medicare  Part  B  and  the  co-insurance  fea-  | 
tures  related  to  hospital  care.  J 

11.  Greater  coverage  should  be  provided  for  dental  care,  eye  and  hearing  care  j| 
and  aids  as  well  as  for  other  prosthetic  devices  vrhich  contribute  to  social  and  !1 
health  functioning,  and  which  facilitate  mobility. 

12.  A  nation-wide  progTam  of  comprehensive  long-term  care  for  older  per- 
sons suffering  from  chronic  disease  and  disabilities  must  be  developed.  Such  a 
program  should  include  specialized  health  programs  and  facilities  for  rehabili- 
tation and  resocialization  as  well  as  alternatives  to  institutional  care,  such  as 
health  maintenance  organizations,  neigbhorhood  clinics,  day  or  night  hospital 
care,  and  home  care  services. 

13.  Present  standards  of  care  should  be  better  enforced  and,  when  promul- 
gated, vigorous  state  implementation  of  national  standards  for  nursing  homes 
and  personal  care  homes  should  be  encouraged.  This  should  assure  not  only  the 
safety  and  appropriate  levels  of  health  care  for  older  persons,  but  also  the  in- 
clusion of  social  care  perspectives  which  help  to  preserve  the  human  rights  and 
dignity  of  the  older  residents. 

14.  The  encouragement  of  specialities  in  geriatric  medicine  and  other  health 
professions  should  be  a  matter  of  national  policy,  with  funds  made  available  for 
recruiting  and  training  these  specialists  required  to  staff  a  comprehensive  health 
service  for  older  persons. 

15.  A  national  policy  and  program  on  the  physical  fitness  of  older  Americans 
should  be  developed  and  coordinated. 

Mr.  KosTENKOwSKi.  Thank  you  very  much. 
Any  questions? 

The  Chair  would  like  to  announce  that  we  will  work  through  the 
lunch  hour  in  order  to  hear  all  of  the  witnesses  scheduled  for  today. 

Our  next  scheduled  witnesses  are  Mr.  Laurence  F,  Lane  and 
Mr.  Peter  Hughes,  American  Association  of  Retired  Persons. 

STATEMENT  OF  LAUKEITCE  P.  LANE,  LEGISLATIVE  REPRESENTA-  ' 
TIVE,  AMERICAN  ASSOCIATION  OP  EETIEED  PERSONS  AND  NA- 
TIONAL RETIRED  TEACHERS  ASSOCIATION;  ACCOMPANIED  BY 
ROBERT  BOYLAN,  EDITORIAL  SPECIALIST 

]Mr.  Lane.  Mr.  Chairman,  I  am  Laurence  F.  Lane,  legislative  rep- 
resentative for  ISTational  Eetired  Teachers  Association  and  the  Ameri- 
can Association  of  Retired  Persons.  These  two  affiliated,  nonprofit 
associations,  with  a  combined  membership  in  excess  of  9  million  older 
Americans,  are  the  largest  service  and  advocacy  organizations  pro- 
moting the  interests  of  the  elderly.  Accompanying  me  this  morning  is 
Mr.  Robert  Boylan,  editorial  specialist  with  the  associations. 

At  the  outset,  allow  me  to  emphasize  that  our  associations  view  the 
proposed  medicare  changes  as  a  giant  step  backward  in  meeting  the 
health  needs  of  older  Americans.  While  the  plan  has  been  marketed 
to  the  Congress  and  the  public  as  a  form  of  catastrophic  insurance, 
in  essence,  it  is  nothing  more  than  a  poorly  orchestrated,  misdirected 
attempt  to  shift  a  greater  burden  of  health  care  costs  on  to  the  recipi- 
ents of  medicare  and  to  State  and  local  assistance  programs. 

Appendixed  to  our  statement  this  morning  is  a  detailed  discussion 
of  the  effect  of  the  budget  proposal  upon  the  recipient.  We  ask  that, 
with  the  permission  of  the  chairman,  this  text  could  be  placed  into 
the  record  as  part  of  our  testimony. 

Allow  me  to  summarize  the  principal  findings  of  our  analysis : 

(1)  Medicare  covers  less  than  40  percent  of  the  elderly  recipient's 
health  bill.  Limited  benefit  package,  plus  durational  and  post-hospital 
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limitations,  seriously  restrict  the  coverao^e.  The  budget  proposal,  af- 
fects only  health  care  costs  coyered  under  medicare  and  reimburse- 
ment occurrino-  during  coyered  durational  limits.  This  is  not  cata- 
strophic protection! 

(2)  The  immediate  implication  of  the  proposed  change  in  the  part 
A  cost-sharing  would  be  to  shift  a  significant  cost  to  the  user  of  health 
seryices.  For  example,  for  an  indiyidual  hospitalized,  the  ayeraga 
length  of  stay  of  10.7  days,  out-of-pocket  costs  would  increase  oyer 
$137. 

(3)  While  the  President  claims  that  10  percent  of  medicare  eligi- 
bles_  are  hospitalized  to  the  extent  that  they  would  meet  the  part  A 
liability  limit,  under  present  law,  less  than  one-half  of  one  percent 
of  eligibles  exceed  $500  in  coyered  part  A  hospital  seryices. 

(4)  An  indiyidual  receiying  posthospital  extended-care  coyeragCy. 
following  3  days  of  hospitalization,  would  exceed  the  durational  limits 
of  100  days  of  skilled  nursing  coyerage  before  reaching  the  proposed 
liability  limit. 

(5)  The  oyer  25  percent  increase  in  the  part  B  deductible  not  only 
will  translate  out  to  nearly  $400  million  in  increased  out-of-pocket 
costs  to  the  elderly,  but  also  adds  oyer  $100  million  to  State  and  local 
goyernments  exercising  medicaid  buy-in  proyisions. 

(6)  In  order  to  qualify  for  the  part  B  liability  limit,  a  recipient 
would  haye  to  haye  SMI  coyered  charges  in  excess  of  $860.  Very  few 
recipients  would  eyer  qualify. 

(7)  The  restriction  on  reasonable  charges  without  controls  on  ac- 
ceptance of  such  charges  will  only  facilitate  the  transfer  of  price  in- 
creases from  medicare  to  the  users  of  health  seryices. 

(8)  Restrictions  on  reimbursement  for  home  health  and  ambulatory- 
care  seryices  will  hamper  the  deyelopment  of  these  underutilized  com- 
ponents of  our  health  care  sector. 

Recognizing  that  the  members  of  this  committee  continue  to  seek 
assistance  in  directions  they  should  be  pursuing  to  improye  the  respon- 
siyeness  of  health  programs,  our  associations  reiterate  the  message- 
which  we  brought  to  this  committee  during  the  discussion  of  national 
health  insurance,  i.e.,  action  must  be  taken  by  this  Congress  to  augment 
medicare  to  proyide  for  a  complete  continuum  of  health  seryices  for 
the  aged  and  disabled,  and  to  incorporate  a  new  system  of  payment 
procedures  designed  to  restrain  health  care  costs. 

We  continue  to  hold  out  the  proyisions  of  the  Comprehensiye  Medi- 
care Reform  Act  as  a  model  for  committee  action.  This  bill,  in  addi- 
tion to  preserying  present  medicare  benefits,  would  add  additionally 
]ieeded  ones,  such  as  intermediate  care  facility  seryices,  dental  seryices  • 
and  outpatient  drugs.  Present  limitations  on  the  duration  of  inpatient 
hospital,  skilled  nursing,  and  home  health  care  would  be  abolished. 
The  legislation  would  eliminate  deductibles  and  coinsurance  under 
present  law  and  would  substitute  a  system  of  minimal  copayments  with 
respect  to  the  more  expensiye  items  of  health  care.  Howeyer  these 
copayments  and  remaining  limitations  on  benefits  would  be  subject  to 
a  catastrophic  protection  feature  under  which  low-income  persons 
would  pay  nothing  and  others  pay  out-of-pocket  amounts  related  to 
their  income. 

Knowing  that  there  are  those  who  contend  that  such  a  sweeping 
overhaul  of  the  medicare  program,  while  needed,  might  be  beyond  im- 
posed fiscal  limitations,  let  us  emphasize  that  there  are  steps  that  caa . 
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be  taken  by  the  Congress  tliat  would  enhance  medicare  without  strain- 
ing resources. 

(1)  There  is  immediate  need  for  conofressional  action  to  control 
health  care  inflation.  The  reaction  of  the  health  sector  to  the  cost  re- 
straints imposed  under  section  224  of  the  1972  amendments  clearly- 
indicated  that  without  increased  ^governmental  controls  over  that  sec- 
tor, the  market  mechanism  will  be  abused  to  excess.  It  is  absurd  to 
think  that  controls  on  reasonable  cost  reimbursement  will  provide  suffi- 
cient leverage  to  force  cost  consciousness  on  the  health  sector. 

We  commend  the  provisions  of  the  Comprehensive  3Iedicare  Reform 
Act  of  1975  to  the  committee  as  a  model  for  a  more  responsive  reim- 
bursement system.  In  this  legislation,  we  endorse  cost  restraints  which 
require  participating  institutional  providers  to  submit  annually  for 
approval  a  budget  and  schedule  of  proposed  charges  based  on  the 
reasonable  cost  of  efficient  delivery  of  services.  Reimbursement  would 
be  based  on  predetermined,  approved  rates  with  a  built-in  incentives 
to  reward  efficiency  and  economy.  With  respect  to  licensed  professional 
practitioners,  payment  would  be  provided  in  accordance  with  annually 
predetermined  fee  schedules  for  local  areas  under  which  fair  and 
adequate  compensation  would  be  provided.  A  provider  would  be  re- 
quired to  accept  the  medicare  payment  plus  any  copayment  as  payment 
in  full  for  services. 

These  proposals  for  cost  restraint  put  older  Americans  on  the  front 
line  of  the  struggle  to  contain  health  care  inflation,  but.  our  members 
have  emphasized  the  seriousness  of  the  issue.  They  are  being  priced  out 
of  the  health  market  in  spite  of  medicare  and  other  public  health 
assistance.  They  face  the  options  of  becoming  wards  of  the  State  under 
medical  assistance  vendor  programs  or  face  lack  of  attention  to  their 
medical  needs. 

(2)  It  is  imperative  that  the  benefit  package  under  medicare  be 
broadened  to  provide  reimbursement  for  additional  ambulatory  and 
preventive  services.  It  is  important  to  uote  that  one  of  the  prime  weak- 
nesses of  existing  public  programs  is  that  they  are  skewed  among  the 
difTerent  medical  services  causing  an  uneven  distribution  in  benefit 
coverage  and  an  unbalanced  and  generally  expensive  pattern  of  utiliza- 
tion. Essentially,  we  have  no  preventive  strategy  built  into  our  health 
care  system  for  the  aged.  We  fail  to  address  the  possibility  of  prevent- 
ing premature^  aging  and  incapacitation  disabilities.  Furthermore, 
preliminary  evidence  from  the  Current  Medicare  Survev  Reports  indi- 
cates that  those  areas  showing  a  high  rate  of  multiple  hospitalization 
are  those  with  low  rates  of  use  of  ambulatory  physician  services,  thus 
reinforcing  the  potential  economic  tradeoffs  between  an  expanded 
benefit  package  and  the  present  restricted  coverage. 

(3)  There  is  a  major  need  to  refocus  our  health  strategies  to  im- 
prove efficiency  and  ensure  optimum  utilization  of  all  medical  re- 
sources. We  urge  the  committee  to  concentrate  on  f ollowins^  through 
on  the  recommendations  of  the  July  9,  1974,  GAO  Report  to'Congress 
on  '^Home  Health  Care  Benefits  under  Medicare  and  Medicaid"  to 
ensure  that  necessary  legislative  reforms  and/or  administrative  regu- 
lations are  made.  We  solicit  continued  committee  activity  to  report 
legislation  broadening  the  delinition  of  eligibility  for  and  reimburse- 
ment of  home  health  services. 
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(4)  Restrictive  durational  limitations  under  the  hospital  insurance 
proofram  should  be  adjusted  to  alleviate  the  threat  of  losing  benefits. 
TTnder  present  law,  after  90  days  of  hospitalization  during  a  benefit 
period,  the  recipient  is  forced  to  use  lifetime  reserve  days.  While  few 
individuals  deplete  their  benefits,  there  is  a  fear  held  by  the  recipients 
tliat  prolonged  institutionalization  would  be  catastropic.  With  the 
oldest  segment  of  the  aging  population  being  the  fastest  growing,  we 
are  witnessiiig  a  slight  increase  in  the  number  of  individuals  who  are 
using  up  their  hospital  insurance  lifetime  reserve.  Immediate  action 
should  be  taken  to  extend  the  durational  limit  for  hospital  insurance 
coverage  per  spell-of -illness  with  the  elimination  of  the  provision  for 
lifetime  reserve  days.  Likewise,  there  should  be  a  revision  of  the  medi- 
care spell-of -illness  definition  to  provide  greater  flexibility  in  safe- 
guarding the  beneficiary's  coverage,  so  that  in  those  special  cases  where 
an  individual  has  remained  institutionalized  in  a  skilled  nursing  facil- 
ity, but  not  receiving  skilled  care,  there  would  be  part  A  coverage  if 
hospitalization  is  required. 

(5)  Medicare  eligibility  should  be  extended  to  individuals  aged  60 
til  rough  64,  and  to  the  spouses  of  individuals  entitled  to  medicare. 
The  Senate  has  passed  this  provision  on  several  occasions,  only  to 
have  the  amendment  thrown  out  in  conference  committee.  Many  older 
persons  find  great  difficulty  in  securing  adequate  insurance  coverage, 
especially  if  the  spouse  is over  63.  While  the  at-risk  population  are 
not  particularly  high  users  of  health  care  services,  we  find  continual 
demands  among  our  members  for  the  extension  of  medicare  on  a  buy-in 
basis. 

(6)  Pharmaceuticals  remain  one  of  the  largest  out-of-pocket  medi- 
cal expenses  for  older  Americans.  A  stronger  Federal  effort  is  re- 
quired to  regulate  properly  the  cost,  quality,  and  dispensing  of  these 
vital  substances  to  older  persons.  Medicare  should  be  extended  to  re- 
imburse out-of -institution  prescriptions. 

f  7)  Congress  must  take  action  to  contain  rising  out-of-pocket  costs 
to  the  medicare  recipient.  At  a  minimum,  steps  should  be  taken  to 
update  the  base  year  used  in  the  calculation  of  the  cost-sharing  features. 
The  optimum  would  be  the  restructure  suggested  in  the  Comprehen- 
sive !>Iedicare  Eeform  Act  which  calls  for  the  consolidation  of  parts 
A  and  B  of  medicare  and  the  elimination  of  premium  payments. 

(8)  There  is  an  obvious  need  to  tighten  administration  of  the  medi- 
care program  to  protect  against  fraud  and  abuse.  We  have  been  shocked 
by  m.any  of  the  findings  of  the  Subcommittee  on  Oversight  chaired 
by  Congressm.an  Yanik,  and,  while  it  has  been  our  experience  that 
many  newspaper  dramatizations  of  fraudulent  practices  stretch  the 
truth,  both  the  widespread  acceptance  of  medicare  and  the  financial 
integrity  of  the  program  are  jeopardized  by  the  underpinnings  of 
fa^t.  The  public,  and  especially  the  recipients  of  medicare,  demand  a 
better  accounting  of  program  funds. 

Mr.  Chairman,  these  are  but  a  number  of  the  steps  that  must  be 
taken.  Our  associations  Imow  that  this  committee  is  doing  its  best  to 
draft  legislation  to  effect  necessary  reforms  while  conforming  to 
stringent  demands  for  fiscal  restraints.  We  emphasize  that  to  accept 
the  administration's  budget  proposals  would  be  a  giant  step  backward 
in  the  medicare  program ;  one  that  would  not  only  strain  the  resources 
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of  the  recipient  but  would  also  tax  stretched  revenues  of  the  State 
and  local  governments. 

We  encourage  the  committee  to  make  positive  improvements  in  the 
medicare  program,  and  we  stand  ready  to  assist  in  any  way  possible 
to  obtain  this  goal. 

Mr.  CoKMAN  [presiding].  Thank  you. 

Are  there  questions  ? 

Thank  you  very  much,  Mr.  Lane. 

The  committee  will  stand  in  recess  for  10  minutes.  When  we  re- 
turn we  will  hear  from  Mr.  Oscar  Turk. 
[The  appendix  to  the  statement  follows :] 

Appendix  to  the  Testimony  of  the  National  Retired  Teachers  Association' 
AND  the  American  Association  of  Retired  Persons 

Three  changes  have  heen  recommended  in  the  Budget  for  Fiscal  Year  1977 
to  alter  the  Federal  Hospital  Insurance  Trust  Fund.  These  changes  are : 

1.  To  modify  the  program's  cost  sharing  structure  to  require  a  coinsurance 
equal  to  10%  of  charges  above  the  deductible  on  all  covered  services ; 

2.  To  provide  a  dollar  limitation  of  $500  beneficiary  liability  per  benefit  pe- 
riod, and  to  provide  a  periodic  adjustment  of  that  liability  limit ;  and 

3.  To  limit  providers'  average  per  diem  reimbursement  for  1977  under  the 
program  to  a  7%  increase  over  1976  reimbursement.  [1] 

Four  changes  have  been  recommended  in  the  Budget  for  Fiscal  Year  1977 
to  alter  the  Federal  Supplementary  Medical  Insurance  Trust  Fund.  These  changes 
are : 

1.  To  modify  the  program's  cost  sharing  to  increase  the  annual  deductible  to- 
$77  for  calendar  year  1977,  and,  to  provide  for  a  periodic  adjustment  of  that 
deductible ; 

2.  To  impose  a  10%  coinsurance  on  hospital  based  physicians  and  home  health, 
services ; 

3.  To  provide  a  dollar  limitation  of  $250  beneficiary  liability  per  calendar 
year,  and  to  provide  a  periodic  adjustment  of  that  liability  limit :  and 

4.  To  limit  program  reimbursement  to  providers  to  no  more  than  4%  of  the 
1976  reasonable  charges  level.  [2] 

To  facilitate  understanding  of  the  impact  of  these  budget  proposals,  we  have 
set  forth  the  following : 

(a)  a  summary  of  present  law : 

(&)  a  summary  of  experience  under  present  law ;  and 

(c)  a  comparison  of  the  impact  of  the  budget  proposal  and  present  law 
upon  the  recipient. 

present  law 

Hospital  Insurance  (Part  A) 

Eligibility  for  Title  XVIII  Hospital  Insurance  Benefits  is  predicated  on  meet- 
ing one  of  several  requirements.  If  a  person  is  65  or  over  and  entitled  to  monthly 
social  security  or  railroad  retirement  benefits,  he  is  also  eligible  for  hospital 
insurance  benefits.  If  a  person  is  not  entitled  to  social  security  or  railroad  re- 
tirement benefits,  he  will  nevertheless  be  eligible  for  hospital  insurance  at  age 
65  if  a  resident  citizen  (certain  aliens  can  also  qualify)  and  (1)  was  born 
before  1903,  or  (2)  earned  3  quarters  of  social  security  coverage  for  each  full 
year  occurring  after  1966  and  before  he  reached  65.  A  social  security  or  rail- 
road retirement  beneficiary  who  has  been  entitled  to  disability  benefits  for  not 
less  than  24  months  in  a  row  is  also  entitled  to  hospital  insurance,  even  though 
under  age  65.  Also,  almost  all  persons  age  65  or  over  who  are  ineligible  for  bene- 
fits can  voluntarily  enroll  for  hospital  insurance  coverage,  provided  they  pay 
a  premium  that  has  been  set  at  $40  a  month  from  July  1975  to  June  1976  (to 
be  raised  to  in  July  1976).  Volunteer  enrollees  must  also  enroll  for  supple- 
memary  medical  insurance  and  pay  that  premium  too.  Additionally,  certain  in- 
dividuals who  need  hemodialysis  or  kidney  transplantation  are  eligible  for  hos- 
pital insurance.  [3] 

Hospital  insurance  (Part  "A"  Medicare)  covers  the  following  benefits: 
Hospital :  for  each  day,  up  to  a  maximum  of  90,  in  any  benefit  period,  hospital 
insurance  covers  almost  all  hospital  costs  except  the  first  $104  and  a  charge  of 
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$26  a  day  for  the  61st  through  the  94th  days  of  hospitalization.  In  addition,  one 
has  a  lifetime  reserve  of  60  days  of  hospital  care  after  he  exhausts  the  90  days 
ro  which  he  is  entitled  during  a  benefit  period,  but  he  pays  a  charge  of  $52  a 
day  for  each  of  these  60  days  used. 

Covered  costs  include  those  for  bed  and  room  in  2-  to  4  bed  rooms  (or  private 
rooms  if  medically  required),  nursing  services  (except  private  duty  nursing),  the 
usual  drugs  and  supplies  furnished  hospital  patients  and  other  diagnostic  serv- 
ices or  kinds  of  treatment  furnished  in-patients  by  the  hospital.  Doctor  services 
within  the  facility  are  generally  not  covered  under  the  hospital  insurance  part 
of  Medicare. 

Post  hospital  extend-care :  After  at  least  3  consecutive  days  in  a  hospital,  hos- 
pital insurance  also  covers  post  hospital  care  in  a  qualified  skilled  nursing  fa- 
cility for  up  to  100  days  in  any  benefit  period.  The  patient,  however,  pays  a 
charge  of  $13  a  day  for  each  day  of  care  over  20  in  a  benefit  period.  A  person 
must  be  in  need  of  skilled  nursing  care  and/or  skilled  rehabilitation  services  on 
a  daily  basis  to  qualify  for  this  benefit. 

Hospital  insurance  v\-ill  also  cover  the  costs  of  up  to  100  home  health  visits 
if  they  occur  within  one  year  after  discharge  from  the  hospital  (required  3  day 
hospitalization)  or  from  a  skilled  nursing  facility  following  hospitalization,  and, 
if  skilled  home  health  services  are  provided  by  a  qualified  home  health  agency. 

Benefit  period  :  The  law  provides  for  limitations  of  hospital  and  post  hospital 
extended  care  within  each  benefit  period  (technically — spell-of-illness) .  The 
benefit  period  begins  with  the  first  day  on  which  an  individual  is  eligible  for 
Medicare  and  is  furnished  services,  provided  that  the  day  was  not  in  a  pre- 
^•ious  benefit  period.  A  benefit  period  concludes  when  the  recipient  has  been  out 
of  the  hospital  or  skilled  nursing  facility  for  60  consecutive  days.  A  person  pays 
the  deductible  only  one  in  each  benefit  period.  [4] 

jfcdical  Insurance  {Part  B  Medicare) 

Medical  Insurance  benefits  are  available  to  all  resident  citizens  65  or  over. 
Enrollment  is  automatic  for  hospital  insurance  eligibles  unless  declined  premised 
upon  the  payment  of  monthly  premium  of  $6.70  (to  be  raised  to  $7.20  per  month 
in  July  1976). 

In  general,  the  Medical  Insurance  Plan  is  designed  to  supplement  the  coverage 
provided  by  the  hospital  insurance  plan.  Under  Part  B,  the  Federal  Government 
pays  809c  of  the  reasonable  costs  of  charges  for  covered  services  except  for  the 
first  $60  each  year  which  is  a  program  deductible.  One  hundred  percent  of  reason- 
al»le  charges  of  a  radiologist  or  pathologist  for  services  to  hospital  in-patients 
are  covered.  Likewise,  si)ecial  program  coverage  is  provided  in  certain  instances 
for  home  health  services,  clinical  laboratory  testing,  and  physical  therapy 
services. 

Medical  insurance  (Part  B  Medicare)  covers  the  following  benefits: 
Doctor  services  :  Most  physician  services  are  covered,  including  surgery,  con- 
sultation, home,  oflQce  and  institutional  calls  reimbursed  on  reasonable  charge 
determinations. 

Medif-al  and  other  health  services :  A  range  of  medical  services  to  include  diag- 
nostic X  ray  and  laboratory  testing,  X  ray  and  radiation  therapy,  many  services 
and  supplies,  durable  medical  equipment  are  included  within  the  benefit  pack- 
age. [5J 

PERFORMANCE  OF  MEDICARE 

In  fiscal  year  1966,  just  before  the  advent  of  Medicare,  the  elderly  of  the 
T'nited  States  accounted  for  approximately  21  percent  of  the  $38.6  billion  paid 
for  the  health  care  costs  in  that  year.  A  total  of  $7.8  billion  was  spent  on  the 
aged  in  fiscal  year  1966,  66  percent  from  private  sources  and  31  percent  from 
public  funds.  Of  the  share  of  public  funds,  better  than  half  were  state  and  local 
funds.  [6] 

With  the  implementation  of  Medicare  and  Medicaid,  the  federal  government 
has  assumed  a  significant  portion  of  the  expenditures  formerly  made  by  the 
private  sector  in  the  financing  of  health  care  for  the  aged.  The  fact  that  by  it- 
self. Medicare  spent  more  in  each  year  since  1972  than  the  total  amount  of  the 
l:ealth  care  bill  of  the  aged  in  1966,  is  a  measure  of  its  impact. 

Unfortunately,  despite  Medicare's  large  outlays,  its  portion  of  the  health 
care  bill  of  the  aged  continues  to  shrink — from  46  percent  in  1969  to  less  than  39 
percent  in  1974.  And,  while  Medicaid  provides  assistance  supplementing  Medicare 
for  one-out-of-every-five  elderly,  private,  per-capita  out-of-pocket  payments  for 
health  expenditures  in  1974  were  in  excess  of  $480,  [7] 
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CHART  1.— ESTIMATED  PER  CAPITA  PERSONAL  HEALTH  CARE  EXPENDITURES,  BY  TYPE  AND  SOURCE  OF  FUNDS 
FOR  INDIVIDUALS  AGE  55  AND  OVER,  FISCAL  YEAR  1874,  AND  DISTRIBUTION  OF  PERSONAL  HEALTH  CARL 
EXPENDITURES  FOR  THE  AGED  BY  TYPE  AND  SOURCE  OF  FUNDS,  FISCAL  YEAR  1974 


Per  capita 


Type  of  expenditure 


Total 


Private 


Public 


Private 


Percent  distribution 


Total 


Public 


Medicare 


Other 


Total   $1,217.84  $483.75  $734.14  39.7 

Hospital  care...-   573.18  115.58  457.59  20.2 

Physicians' services   182.14  79.43  102.71  43.6 

Dentists' services   19.58  18.  17  1.42  92.8 

Other  professional  serv- 
ices   19.08  12.64  6.44  65.3 

Drugs  and  drug  sundries.  103.17  89.29  13.92  86.6 
Eyeglasses  and  appli- 
ances 21.04  20.72  .32  98.5 

Nursing  home  care   289.10  145.99  142.11  50.8 

O'cher  health  services....  10.55  .91  9.63  8.7 
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Source:  "Social  Security  Bulletin",  "Age  Differences  in  Medical  Spending  FY  1974",  June  1975,  adapted  from  table  2 
and  table  5. 

Chart  I  summarizes  the  estimated  per  capita  personal  healtli  care  expenditures 
for  the  aged  in  1974  and  the  percentage  distribution  of  public  financing  of 
each  expenditure.  Be  mindful,  that  these  dollar  amounts  and  percentage  dis- 
tributions do  not  take  into  account  individual's  premium  payments  under  Parts 
A  and  B  for  non-title  II  eligibles  ($40  per  month)  or  the  Part  B  premium 
($6.70  per  month).  If  the  supplementary  medical  insurance  premiums  were  re- 
garded as  private  payments,  the  public  share  would  be  reduced  from  60  percent 
to  56  percent,  or  an  increase  in  excess  of  $80  per  capita  private  out-of-pocket 
costs.  [8] 

Three  important  conclusions  can  be  reached  in  looking  at  Chart  1.  First,  note 
that  older  persons  are  still  shouldering  a  sizeable  portion  of  their  health  care 
bills.  In  fact,  the  per  capita  private  expenditures  of  the  elderly  is  nearly  twice 
the  expenditure  for  all  ages  ($483.75  as  contrasted  with  $260.88  for  all  ages). [9] 
^Second,  Medicare's  reimbursement  is  heavily  skewed  toward  hospital  and 
physician  coverage,  but  fails  to  address  many  important  health  expenditures  of 
the  aged.  Third,  other  public  programs,  especially  Medicaid,  interface  with 
Medicare  to  provide  additional  relief  to  older  persons  from  health  care  costs 
(approximately  15  percent  of  the  health  care  costs  were  met  by  Medicaid  and 
another  7  percent  came  from  general  hospital  and  medical  care  programs  pri- 
marily at  the  state  and  local  level  and  from  the  Veterans  Administration's 
programs).  [10] 

The  decline  in  Medicare's  share  of  the  health  care  expenditures  of  the  elderly 
is  the  result  of  a  variety  of  factors.  The  most  significant  drop  in  Medicare  pay- 
ments has  been  for  extended  care  facilities  (skilled  nursing  facilities)  diW 
to  massive  reclassification  of  patients  from  skilled  to  intermediate  care  facility 
status.  In  1969,  Medicare  spent  $367  million  for  extended  care— nearly  16  per- 
cent of  the  nursing  home  bill  tor  those  agpd  65  niid  ov,^v — but.  by  1974  the 
Medicare  outlay  was  $210  million  and  its  share  of  the  bill  had  dropped  to  3 
percent.  [11] 

Medicare's  share  of  expenditures  for  physician  services  for  the  aged  has  also 
declined.  In  1969,  Medicare's  contribution  was  60  percent:  in  1974  it  was  52 
percent.  One  factor  in  the  decline  is  the  increase  in  the  Part  B  deductible  from 
$50  to  $60  in  1973;  another  is  the  decrease  in  the  proportion  of  claims  for 
which  physicians  have  accepted  assignment. 

Physicians  who  take  assignment  accept  Medicare's  determinations  of  a  rea- 
sonable charge  and  bill  the  patient  only  for  unmet  part  of  the  annual  $60- 
deductible,  plus  20  percent  of  the  remaining  part.  Phvsicians  who  do  not 
accept  assignment  may  bill  the  patient  for  fees  in  excess  of  the  reasonal)le 
charge  determinaton. 

While  a  number  of  factors  appear  to  influence  physician  assignment,  to  in- 
clude attitude  toward  program,  size  of  the  bill  for  specific  service,  relationship-) 
with  patients  assurance  of  payment,  there  has  been  a  steadv  erosion  of  doctors 
wno  accept  Medicare's  determination  of  reasonable  costs.  In  fiscal  year  1969  the 


0/ 


net  assignment  rate  was  61  percent ;  in  1973  it  had  declined  to  53  percent ;  in 
fiscal  year  1974,  tlie  projected  rate  is  down  to  52  percent.  [12] 

These  charges  have  been  accompanied  by  significant  increases  in  the  reason- 
able charge  reduction  rates,  i.e.  the  proportion  of  claims  where  the  allowed 
charge  is  less  than  that  billed  by  the  physician  or  supplier.  In  essence,  the 
recipient  is  forced  to  shoulder  more  than  the  20  percent  co-insurance  rate 
because  Medicare's  portion  of  the  expenditures  for  physician  services  is 
decreasing. 

Another  contributing  factor  in  Medicare's  decreasing  share  of  the  total  health 
care  bill  for  the  aged  relates  to  hospital  care.  In  fiscal  year  1969,  Medicare 
paid  two  thirds  of  the  hospital  bill  for  those  aged  65  and  over.  In  1974,  this 
proportion  dropped  to  62  percent.  Interestingly,  this  decrease  is  related  to  the 
fact  that  in  1969,  the  average  length  of  stay  for  the  aged  in  community  hos- 
pitals was  13.2  days  but  had  dropped  to  11.4  days  in  1974.  [13]  Since  the  aged 
individual  is  responsible  for  a  hospital  deductible  roughly  equivalent  to  one 
day  of  care,  his  proportion  of  the  bill  goes  up  as  the  average  length  of  stay 
goes  down.  One  can  assume  chat  with  the  recent  increase  in  the  Part  A  deductible 
to  $104  coupled  with  the  continued  decline  of  coverage  lengths  of  stay  to  less 
than  11  days,  that  Medicare's  present  share  of  hospital  costs  has  been  further 
reduced.  [14] 

Medicare  does  not  pay  for  dental  care,  out-of-pocket  hospital  prescribed  drugs 
and  eyeglasses.  Medicaid  and  other  public  programs  picked  up  the  bill  for  only 
about  7  percent  of  dental  costs,  14  percent  of  prescribed  drug  expenditures,  and 
less  than  2  percent  of  the  costs  of  eyeglasses,  leaving  the  majority  of  these 
costs  to  be  met  by  the  elderly  by  direct  out-of-pocket  payments,  [15] 

EFFECT  OF  BUDGET  PEOPOSAL 

Inasmuch  as  the  marketing  scheme  which  has  been  used  to  sell  the  budget 
proposals  to  the  Congress  and  the  public  has  called  the  recommendations  a 
form  of  catastrophic  insurance,  let  us  weight  the  merits  of  the  proposal  vis-a- 
vis present  law  in  its  impact  upon  the  recipient. 

Impact  of  Changes  to  Part  A 

The  immediate  implication  of  the  proposed  changes  in  the  Part  A  cost-sharing 
would  be  to  shift  a  greater  initial  cost  to  the  user  of  health  services.  The  Presi- 
dent has  justified  such  a  determination  on  the  premise  tnat  a  funding  shift  will 
provide  greater  long-run  protection  to  the  recipient  from  catastrophic  illness. 
Does  the  budget  proposal  otter  increased  protection? 

While  Medicare  utilization  statistics  vary  from  region  to  region,  data  analyzed 
in  the  Medicare  Survey  Reports  indicate  that  approximately  20  percent  of  all 
Individuals  insured  under  Medicare  are  hospitalized  during  a  given  year.  Ap- 
proximately one-fourth  of  the  hospitalized  persons  (approximately  5  percent 
of  all  Medicare  eligibles)  are  hospitalized  more  than  once  in  a  year.  [16] 

In  an  evaluation  of  hospital  discharges  under  Medicare  between  1968-1971, 
the  Office  of  Research  and  Statistics  found  there  was  a  decrease  in  average 
lengths  of  hospital  stays  from  13.7  days  to  12.5  days.  The  decline  in  the  average 
lengths  of  .stay  resulted  in  fewer  total  days  of  care  used  in  1970  and  1971, 
despite  the  increase  in  discharges  in  those  years.  Over  the  period  studied,  there 
were  proportionately  more  brief  stays  (7  days  or  less)  each  year;  propor- 
tionately fewer  long  stays  (30  days  or  more)  ;  and  very  little  relative  change 
between  the  extremes  of  distribution.  Of  significance,  the  study  indicates  that 
fewer  than  2  percent  of  all  inpatient  Medicare  recipients  used  up  to  60  days 
of  ho.spitalization,  and  that  less  than  one-half  of  one  percent  used  over  90  rtaVs 
of  ho.spitalization.  [17] 

The  most  recent  Medicare  hospital  insurance  statistics  indicate  a  further  re- 
duction of  covered  lengths  of  stay  to  10.7  days,  indicating  a  continued  trend 
toward  brief  .-^tays.  [18] 

If  we  were  to  classify  the  President's  budget  proposal  as  an  additional  benefit 
in  the  Medicare  program,  we  would  have  to  justify  it  on  the  basis  of  the 
assistance  which  it  would  give  to  the  recipient.  Currently,  the  recipient  is 
liable  for  the  $104  Part  A  deductible  and  coinsurance  amounts  following  the 
60th  day  of  hospitalization.  The  President's  proposal  calls  for  a  $104  Part  ^ 
deductil)le  and  immediate  10  percent  copayment  (calculated  at  $13  80  @  dav 
using  the  January-July  1975  average  per  day  hospital  charge  [19])  with  a 
maximum  liabiUty  of  $500  per  benefit  period.  This  translates  out  to  approxi- 
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inately  30  days  of  fiscal  liability  before  obtaining  the  limit  for  personal 
responsibility. 

According  to  Bureau  of  Health  Insurance  Statistics,  fewer  than  10  percent 
of  hospitalized  Medicare  eligibles  reach  the  30  day  threshold.  [20]  Thus,  it 
would  appear  as  if  rather  than  aiding  a  large  number  of  elderly,  the  Part  A 
cost-sharing  formula  would  shift  program  costs  onto  most  Medicare  hospitalized 
recipients.  In  fact,  for  the  average  length  of  stay  of  10.7  days,  there  is  a 
significant  cost  shift  to  the  user  of  Medicare.  While  presently,  the  recipient  is 
liable  for  $104  out-of-pocket,  the  Administration's  proposal  would  raise  this  out- 
of-pocket  cost  to  $237.86  or  better  than  doubled. 

One  might  argue  that  the  above  evaluation  is  not  fair  because  it  fails  to  point 
out  the  use  of  post-hospitalized  extended  care  benefits  under  Medicare  Part  A, 
which,  would  he  covered  under  the  liability  cap  proposed  in  the  budget.  Let  us 
look  at  this  possibility. 

Under  the  present  law,  hospital  insurance  beneficiaries  are  covered  for  up 
to  100  days  of  post-hospital  extended  care  benefits  provided  they  pay  a  copay- 
ment  of  $13  following  the  20th  day  of  skilled  nursing  care  and  that  the  pro- 
vider meets  standards  for  participation.  It  would  appear  that  a  case  could  be 
made  for  the  President's  proposal,  if,  it  could  be  shown  that  in  addition  to  the 
required  3-day  hospital  stay,  post-hospitalized  skilled  nursing  exceeds  the  pro- 
posed liability  limit.  Let  us  test  this  assumption. 

In  order  for  the  recipient  to  be  advantaged,  it  would  have  to  be  shown  that 
he  exceeds  the  present  $104  Part  A  deductible  and  has  skilled  nursing  facility 
coverage  in  excess  of  52  days  ($500-104  -f  $13  @  day  above  20  days)  as 
opposed  to  the  President's  proposal  of  deductible,  copayment  for  hospital  care 
and  copayment  for  extended  care  benefit.  Using  the  three  day  hospital  stay  re- 
quirement, the  individual  receipient  would  be  liable  for  $131.60  (based  on  daily 
hospital  charges  of  $138  @  day).  Provisional  data  from  the  1973  Nursing  Home 
Survey  indicates  per  diem  nursing  home  costs  in  Medicare  certified  facilities 
to  be  $20.47,  or  at  a  10  percent  copayment,  $2.05  @  day.  [21]  It  would  appear 
as  if  the  post-hospitalized  patient  would  exceed  the  durational  limitation  on 
skilled  nursing  coverage  before  reaching  the  proposed  liability  cap.  Obviously, 
this  would  be  of  no  advantage  to  the  recipient. 

Of  additional  interest  in  evaluating  the  impact  of  the  proposed  Part  A 
changes  are  the  facts  that  according  to  the  Medicare  Survey  Reports,  a  post- 
hospitalized  benefits  are  not  extensively  used,  [22]  and,  the  covered  Title  XVIII 
skilled  nursing  facility  length  of  stay  is  under  20  days ;  [23]  and,  therefore, 
the  recipient  seldom  has  to  pay  more  than  the  $104  deductible.  (Caution  must 
be  emphasized  in  not  confusing  the  restricted  skilled  nursing  facility  length 
of  stay  reimbursed  under  Title  XVIII  with  the  average  length  of  stay  of  a 
patient  in  such  facility). 

Inasmuch  as  a  portion  of  our  program  thrust  has  been  to  strengthen  the 
utilization  of  home  health  care,  it  might  be  noted  that  under  present  law,  a 
post-hospitalized  Medicare  recipient  may  be  eligible  for  up  to  100  visits  per 
year  without  requirement  for  cost-sharing  other  than  the  first  day  Part  A 
deductible.  Under  the  Administration's  proposal  a  10  percent  coinsurance  would 
he  charged  for  such  services. 

As  for  the  impact  of  the  third  proposed  change  to  Part  A,  that  of  restricting 
reimbursement  to  Part  A  providers  to  no  more  than  a  7  percent  increase  over 
the  1976  reimbursement  levels,  it  is  unclear  as  to  whether  this  recommendation 
prevents  providers  from  charging  in  excess  of  7  percent  directly  to  the  recipient 
of  care.  While  our  Associations  have  in  general  supported  more  stringent  reim- 
bursement controls,  our  position  is  predicated  on  the  requirement  of  prospective 
budgeting  approval  with  incentives  for  efficiency  and  economy.  This  does  not 
api>ear  to  be  the  case  in  the  budget  proposal.  First,  one  must  question  the 
advisability  of  fixed  rate  reimbursement  without  variables  for  types  of  pro- 
viders. Experience  with  the  Economic  Stabilization  Program  indicates  that  a 
9  percent  reimbursement  control  under  Medicare,  in  given  circumstances,  was 
too  restrictive.  Second,  the  proposed  reimbursement  limit  might  Jeopardize 
expansion  of  the  home  health  service  providers  if  regulated  without  regard  for 
the  delivery  of  quality  services.  Thirdly,  the  set  limit  might  have  detrimental 
effects  in  attempts  to  up^rrade  the  quality  of  care  in  skilled  nursing  facilities. 
Experience  with  §  225  of  the  1972  amendments  indicate  that  set  rates  for 
reimbursement  are  not  always  beneficial  to  the  recipient  or  to  the  public. 
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Impact  of  the  Changes  to  Part  B 

As  with  tlie  proposed  changes  to  Part  A,  we  must  question  whether  the 
proposed  amendments  to  Part  B  constitute  a  benefit  improvement  or  a  shifting 
of  costs  back  to  the  users  of  health  services. 

The  Current  Medicare  Survey  Reports  again  gives  us  a  fair  profile  of 
recipient  utilization  of  Part  B  services.  While  dated  somewhat  by  changes  in 
the  deductible,  a  recent  analysis  of  1972  data  indicates  that  over  78  percent 
of  Part  B  eligibles  used  Supplementary  Medical  Insurance  covered  services. 
Approximately  52  percent  of  the  eligibles  exceeded  the  $50  Part  B  deductible 
then  in  effect.  At  the  same  time,  the  report  indicates  that  the  average  person 
used  fewer  SMI  covered  services  in  1972  than  in  earlier  years.  This  reduction, 
however,  was  more  than  offset  by  increases  in  medical  care  prices.  The  propor- 
tion of  persons  that  met  the  deductible  increased  with  age  and  was  higher  for 
women  than  for  men.  The  average  annual  charge  for  all  persons  with  charges 
in  1972  was  $212 ;  11  percent  has  charges  of  more  than  $500.  [24] 

The  immediate  impact  of  the  proposed  budget  provision  would  be  to  raise 
the  Part  B  deductible  by  more  than  25  percent  from  the  present  law  require- 
ment of  .$60  to  $77.  Data  confirms,  that  the  initial  decision  to  seek  medical  care 
generally  rests  with  the  individual.  The  deductible  apparently  has  a  gi-eater 
effect  on  the  making  of  this  decision  for  enrollees  from  families  with  low-to- 
moderate  incomes  than  for  the  other  enrollees  without  public  medical  assistance. 
In  1969,  68  percent  of  the  persons  with  low-to-moderate  incomes  had  no  medical 
care  or  did  not  have  sufficient  care  to  meet  the  deductible.  Almost  two-thirds  of 
the  SMI  population  without  hospital  stays  who  claimed  lack  of  enough  money 
as  the  reason  for  their  unmet  medical  needs  were  from  families  with  low-to- 
mf>derate  incomes.  [25] 

It  would  appear  as  if  the  deductible  increase  would  have  two  effects:  (1) 
further  impede  the  low-to-moderate  income  recipients  from  seeking  medical 
assistance,  and  (2)  raise  the  costs  to  the  States  which  under  title  XIX  Medicaid 
pay  tlie  cost-sharing  for  indigent  Medicare  recipients.  Given  that  approximatelj^ 
20  percent  of  all  Medicare  recipients  are  also  Medicaid  recipients,  [26]  the  $27 
dollar  deductible  raise  alone,  could  shift  an  additional  $100  million  to  state  and 
local  resources. 

One  could  argue  that  if  the  raise  in  the  deductible  would  be  offset  by  the 
liability  limit  proposed,  then,  there  might  be  an  advantage  to  recipients.  Let  us 
test  this  assumption. 

In  order  to  meet  the  liability  limit,  a  recipient  would  have  to  have  SMI 
covered  charges  in  excess  of  .$860  after  meeting  the  deductible  ($250— $77 
=$173-f  20%=$860).  While  it  is  difiicult  to  extrapolate  exacting  data,  we  can 
construct  fvom  the  Current  :Medicare  Survey  Reports  that  the  charge  per  SMI 
covered  service  for  persons  who  exceeded  the  deductible  averaged  $14.68  in 
1972.  [27]  The  survey  points  out  that  5.3  percent  of  the  persons  exceeding  the 
deductible  used  50  or  more  services,  constituting  more  than  28  percent  of  the 
total  services  provided  and  more  than  25  percent  of  the  program  costs.  And, 
yet,  50  services  @  $14.68  average  charge  is  still  $100  less  than  the  needed 
<-harges  for  liability  protection  under  the  Budget  proposal.  [28]  Adjusted  for  in- 
flation, it  would  appear  as  if  the  liability  cap  is  far  too  high  to  assist  the 
vast  majority  of  Part  B  participants. 

Coupled  with  the  cost-sharing  proposal  is  a  recommendation  for  limiting 
reasonable  charge  reimbursement  to  4  percent  of  the  1976  level  on  all  SMI 
covered  services.  Payment  for  physician's  and  other  medical  services  covered 
under  the  SMI  program  are  based  on  reasonable  (allowed)  charges.  Determina- 
tions of  allowed  charges  are  made  by  intermediaries  for  the  area  in  which  the 
covered  services  are  furnished.  In  determining  the  allowed  charge  carriers  take 
Into  account  the  customary  charges  of  the  physician  for  the  specific  service 
provided  and  the  prevailing  charge  in  the  locality  for  similar  services  provided 
by  physicians  with  the  same  specialty  status.  In  addition,  carriers  are  required 
to  assure  that  the  charges  determined  to  be  reasonable  are  not  higher  than  the 
charges  applicable  for  similar  services  under  comparable  circumstances  to  their 
own  policy  holders  and  subscribers. 

A  1974  GAG  study  which  reviewed  Medicare  claims  in  Idaho  for  the  first 
nine  months  of  1972,  indicates  that  over  half,  55  percent,  of  them  for  physician 
services  were  reduced.  The  reductions  averaged  about  25  percent  and  translated 
out  to  over  .?600.000  in  reductions,  of  which,  70  percent,  or  $420,0(X)  became 
liabilities  for  Idaho's  Medicare  recipients.  [29] 
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Currently,  Social  Security  data  indicates  a  continuing  percentage  of  allowable 
charges  ranging  from  72  percent  to  76  percent.  [30]  This  means,  that  while  the 
individual  is  liable  for  the  required  20  percent  coinsurance,  he  or  she  is  also 
liable  for  that  portion  of  the  bill  not  paid  by  Medicare.  Disallowances  have  been 
estimated  at  over  $100  million  during  the  first  quarter  of  1975.  [31] 

Experience  with  the  implementation  of  §  224  of  the  1972  amendments  clearly 
indicates  that  to  fix  reasonable  charge  limits  without  controls  on  the  physi- 
cian's acceptance  of  such  charges  will  only  facilitate  the  transfer  of  price 
increases  from  the  government  program  to  the  users  of  health  services. 

As  to  the  proposed  revision  requiring  10  percent  coinsurance  on  hospital-based 
physician  and  home  health  services,  this  clearly  contradicts  the  intent  of  the 
1972  amendments  which  alleviated  the  recipient  from  these  out-of-pocket  costs. 
While  Part  B  home  health  services  remain  an  under-utilized  component  of  the 
delivery  system,  the  imposition  of  coinsurance,  and  presumably  deductible  re- 
sponsibility, will  slow  provider  development. 
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Mr.  Gorman.  The  subcommittee  will  resume  its  hearing. 
We  welcome  Mr.  Oscar  Turk. 
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STATEMEIJT  GF  OSCAU  TOEK,  ACSW,  MEMBEU,  HEALTH  ACTIOlf 
COMMITTEE  OP  THE  JBTEW  YOUK  CHAPTEE  OP  THE  NATIONAL 
ASSOCIATION  OP  SOCIAL  WOEKEES;  ACCOMPANIED  BY  EOBEET 
H.  COHEN,  SENIOIl  STAPP  ASSOCIATE 

Mr,  TuEK,  Thank  Tou,  Mr.  Chairman,  and  distinguished  members  of 
the  committee.  My  name  is  Oscar  Turk.  I  am  coordinator  of  discharge 
planning  at  Bird  S,  Coler  Memorial  Hospital  on  Eoosevelt  Island  in 
New  York  City,  I  am  here  on  behalf  of  the  National  Association  oi 
S^>cial  Workers,  lYe  represent  65,000  members  in  chapteiis  in  each  of • 
the  50  States,  the  District  of  Columbia,  Puerto  Rico,  the  Virgin  Islands' 
and  Eurojie.  I  appreciate  the  opportunity  to  present  to  you  our  views^ 
on  the  President's  proposal  for  changes  in  the  medicare  program. 

As  social  AYorkers  we  have  close  knowledge,  by  our  experiences,  of 
the  concerns  and  problems  of  those  who  wall  be  affected  by  this- 
proposal- 

The  administration  proposes  "catastrophic  health  insurance  iov' 
everybcnh"  covered  by  medicare."  We  fail  to  find  any  definition  of  this' 
term  "catastrophic  illness"  in  the  proposal.  What  does  constitute  a 
medical  oatastrophy?  Is  it  the  nature  and  extent  of  one's  disability? 
Is  it  to  be  judged  in  terms  of  some  arbitrary  scale  of  acuteness- 
chronicity  ?  Or,  is  it,  as  we  would  contend,  any  illness  that  tends  to 
force  an  individual  and  a  family  into  poverty  in  a  desperate  attempt  to 
meet  medical,  hospital  and  other  health  care  costs  ? 

The  administration  states  that  1  million  aged  and  disabled  Ameri- 
cans would  benefit  from  the  $500  ceiling  on  out-of-pocket  expenses  for 
hospital  care,  and  2  million  would  benefit  from  the  $250  ceiling  on  out- 
of-pocket  doctor  bills.  On  the  surface  this  is  a  ver}^  appealing  prospect, 
because  it  sounds  as  if  it  would  relieve  people  of  some  of  the  ever- 
increasing  costs  of  health  care,  and  these  costs  are  iiideed  staggering. 
However,  there  are  25  million  persons  over  65  years  of  age  in  the 
United  States.  The  question  arises :  What  percentage  of  the  population 
will  benefit  from  the  proposal  and  what  percentage  of  that  population 
will  have  to  pay  more  to  finance  the  proposal  ?  Depending  on  whose  es- 
timates we  look  to,  the  answer  will  vary.  Although  the  administration 
contends  that  about  1  million  persons  (about  4  percent  of  those  under 
medicare)  will  come  out  better,  other  analyses  indicate  that  only  25,000 
medicare  recipients  would  benefit  from  the  celing  on  hospital  bills — 
25,000  represent  one-tenth  of  I  percent  of  the  medicare  population ! 
Only  1.5  to  2  million  would  stand  to  benefit  from  the  ceiling  on  doctor 
bills — that  is,  less  than  15  percent  o,f  the  14.2  million  expected  users — ■ 
and  a}x)ut  0  to  8  percent  of  the  entire  medicare  universe. 

Medicare  patients  would  continue  to  pay  a  maximum  of  $104  for 
the  first  day  in  the  hospital.  But  they  would  be  charged  10  percent  of 
the  bills  from  the  2d  to  the  60th  day.  Gentlemen,  we  all  know  that 
medicare  now  fully  pays  for  the  second  to  the  60th  day.  The  adminis- 
tration proposal  Avould  also  add  $17  to  the  prCvSent  $60  deductible  on 
supplemental  coverage  of  out-of-hospital  doctor  bills.  As  the  Secretary 
of  Health,  Education,  and  Welfare  told  a  reporter,  and  this  has  been 
reported  earlier.  "More  will  be  paying  more." 

What  does  this  10-percent  deductible  mean  ?  Under  present  hospital 
•  charges,  it  would  mean  between  $15  and  $20  per  day  additionally.  The 
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average  hospital  stay  during  19T4  was  11  days.  This  means  that  the 
medicare  patient  would  be  paying  an  additional  $165  to  $220  to  hi3 
hospital  bill.  There  would  be  very  few  who  would  reach  the  $500  limit, 
because  they  would  have  to  be  hospitalized  for  over  70  days  in  order  to 
benefit  from  the  limit.  Only  35  out  of  every  10,000  medicare  patients 
had  hospital  stays  of  that  duration  during  1974. 

There  is  no  ceiling  on  Avhat  the  physician  charges  the  patient.  For 
example,  if  a  physician  charges  $30  for  a  visit,  medicare  pays  $12  and 
the  patient  is  left  to  pay  the  remaining  $18.  Fewer  and  fewer  physi- 
cians accept  assignments ;  that  is,  the  amount  medicare  deems  prevail- 
ing and  customary  for  a  given  area.  Even  though  the  administration 
proposes  to  limit  reimbursement  increases  on  physician  fees  by  4  per- 
cent, this  does  not  limit  the  added  amount  the  patient  would  have  to 
pay  out  of  his  own  funds.  Let  us  remember  that  50  percent  of  those  over 
'65  years  of  age  are  in  the  lower  income  brackets,  and  yet  are  not  quali- 
fied for  other  publicly  supported  programs.  It  is  not  only  the  indigent 
we  are  concerned  about;  it  is  the  working  poor  and  the  middle  class. 

I  would  like  to  interject  a  little  picture  of  the  patients  in  our  institu- 
tion. They  range  in  education  from  zero  to  Ph.  D.  and  M.D.  We  have 
had  patients  from  every  walk  of  life,  so  that  we  cut  across  the  board  on 
all  income  and  job  levels. 

We  are  concerned  that  the  administration's  proposals  will  do  nothing 
to  stem  further  deterioration  in  the  health  status  of  the  aged  and  may, 
m  fact,  accelerate  this  decline.  This  is  because  the  continued  rampant 
increase  in  noncovered  costs  coupled  with  higher  deductibles  will  create 
insurmountable  obstacles  to  early  medical  help  for  millions  of  elderly. 
Faced  with  these  cost  barriers,  they  are  likely  to  seek  health  care  only 
after  they  have  become  severely  ill.  The  President's  proposal  would 
exacerbate  the  already  critical  poor  health  condition  of  this  high-risk 
I)opulation.  This,  in  turn,  could  readily  increase  the  need  for  hospital- 
ization and  the  possible  institutionalization  of  ever  growing  numbers. 

The  administration's  plan  does  not  contain  any  preventive  care  nor 
provision  for  alternatives  to  extended  care  such  as  home  care.  When  I 
talk  about  home  care,  I  am  not  necessarily  talking  about  home  health 
services  for  which  there  is  some  coverage,  but  I  am  talking  about  the 
type  of  patient  who  is  listed  as  a  custodial  patient.  This  is  a  patient  who 
is  so  disabled  that  what  he  basically  needs  is  help  with  feeding,  clress- 
injr,  bathing,  toileting.  There  is  no  provision  in  medicare  to  pay  for 
this.  As  a  result,  what  happens  to  this  person  ?  If  he  has  a  family  mem- 
ber at  home  who  may  help,  fine.  But  what  happens  if  he  has  nobody  ? 
Our  hospital,  for  example,  because  of  these  provisions  in  medicare  as 
well  as  medicaid,  cannot  take  such  a  patient. 

To  be  eligible  for  extended  care,  the  patient  has  to  be  hospitalized 
for  3  days  in  a  general  hospital.  His  copayment  in  an  extended  care 
facility  already  has  been  increased  from  $11.50  to  $13  per  day  for  the 
21st  to  the  100th  day.  Add  to  this  the  proposed  10-percent  additional 
deductible !  But  after  the  100  days,  the  patient  pays  the  full  cost,  be- 
cause there  is  no  more  medicare  coverage.  The  current  costs  for  ex- 
tended care  facilities  can  run  over  $2,000  per  month.  Life  savings  of  a 
person  can  be  wiped  out  in  a  few  months  or  less. 

This  type  of  situation  is  not  uncommon.  Eecently  a  man  in  his  late 
sixties,  the  retired  head  of  a  department  in  a  high  school,  was  hos- 
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pitalized  with  a  fractured  hip.  He  was  subsequently  sent  home  but  later 
developed  complications  and  had  to  be  hospitalized  with  the  added 
diagnosis  of  pneumonia.  He  was  again  sent  hom.8  following  treatment 
but  did  not  do  well,  and  once  more  had  to  return  to  the  hospital.  The 
problem  with  this  last  hospitalization  was  that  the  man  had  only  6 
days  jeft  of  medicare  coverage  because  he  already  used  up  54  days  in'his 
previous  hospitalizations.  Even  though  his  conditions  warranted  the 
need  for  skilled  nursing  care,  he  was  not  deemed  a  candidate  for  ex- 
tended care,  and  again  was  sent  home.  Home  care  had  to  be  utilized, 
but  medicare  does  not  pay  toward  this.  His  physician  bill  was  $3,000y 
but  medicare  only  paid  $800.  His  life  savings  of  $25,000  were  rapidly 
eroded.  His  wife,  elderly  as  she  was,  not  only  had  to  take  care  of  her 
husband  but  also  had  to  care  for  her  mother  who  was  in  her  eighties. 
This  forced  further  entry  into  the  savings  to  pay  for  the  additional  help 
required.  Later,  after  this  couple's  resources  had  been  largely  depletecl, 
it  was  determined  that  the  husband  was  eligible  for  placement  in  an 
extended  care  facility. 

The  problem  this  family  faced  is  altogether  too  typical  and  tragic, 
insofar  as  life  savings  had  to  be  spent  for  health  care  before  the  family 
became  eligible  for  another  public  support  program ;  in  this  case,  medi- 
caid. In  this  instance,  in  New  York  it  meant  that  the  family  was  re- 
duced to  penury  to  the  extent  that  the  spouse  who  remained  outside 
the  institution  was  left  to  subsist  on  a  welfare  income  level. 

In  Xew  York  State  when  one  of  the  family  members  goes  into  the 
long-tenn  care  facility,  the  spouse  remaining  on  the  outside  is  treated 
as  a  sepai-ate  family  unit.  An  individual  living  alone,  as  in  this  case, 
can  have  a  maximum  income  of  $2,000  a  year  to  qualif\^  for  medicaid. 
Over  and  above  that,  the  Xew  York  State  medicaid  requires  that  if  yon 
are  in  a  long-term  care  facility,  you  must  turn  over  all  your  income, 
exr'e]:)t  for  $28.50  a  month,  and  this  is  to  cover  your  personal  needs. 

If  a  patient  smokes  in  the  hospital,  he  has  to  pay  75  cents  for  a  pack 
of  cigarettes.  He  must  buy  his  own  soap.  A  woman  has  to  buy  her  own 
cosmetics.  There  is  also  deodorant.  At  Christmastime  and  at  Easter, 
when  we  run  into  this  particular  problem,  if  a  patient  would  like  to 
go  visit  his  family  or  his  wife  outside  the  hospital,  he  has  to  pay  the 
transportation.  Because  most  of  them  are  in  wheelchairs,  the  round 
trip  for  an  ambulet  is  $50.  All  of  this  has  to  come  out  of  the  $28.50. 

How  does  the  administration  proposal  ameliorate  a  situation  of 
this  kind  ? 

^ly  own  experience  has  exposed  me  to  the  tragedy  patients  face  when 
they  receive  notice  that  medicare  will  no  longer  cover  expenses  be- 
cause their  100  days  are  up.  I  have  learned  that  it  is  possible  for  some 
peo])le  to  will  themselves  to  die.  Where  does  the  $500  ceiling  help  in 
this? 

Clearly,  a  greater  investment  in  the  health  of  your  Nation's  elderly 
is  essential.  Not  only  must  a  more  substantial  share  of  our  total  re- 
soures  be  directed  toward  meeting  these  needs,  but  that  which  is  avail- 
able should  be  allocated  more  ec|uitabh'  to  improve  services  for  the 
many  rather  than  to  benefit  a  small  segment  which  has  a  selected  health 
problem. 

Any  health  plan  which  might  mitigate  the  cost  of  illness  for  some 
while  ignoring  its  devastating  impact  on  most  others  is  seriously 
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cleficient.  In  this  respect,  we  consider  tlie  administration's  proposal 
indeed  to  be  catastrophic. 

Previous  witnesses  have  spoken  to  the  need  for  a  comprehensive  na- 
tional health  insurance  program.  We  concur  in  the  importance  of  at- 
taining this,  and  we  commend  the  efforts  of  this  committee  in  working 
toward  this  end.  In  testimony  last  November  before  this  Health  Sub- 
committee of  the  Comm.ittee  on  Ways  and  Cleans,  we  expressed  our 
thinking  on  these  matters  and  shall  not  therefore  reiterate  our  specific 
recommendations  regarding  the  need  for  a  national  health  care  system. 
We  would  like  to  note  however  that  the  Kennedy-Corman  health  bill, 
in  particular,  embodies  many  of  the  principles  which  we  endorse. 

Mr.  Chairman,  thank  you  and  your  committee  for  affording  us  the 
opportunity  to  present  our  views  on  this  vital  subject. 

[The  following  was  submitted  for  the  record :] 

Supplemental  Statement  of  the  National  Association  of  Social  "Workers 

The  National  Association  of  Social  Workers  is  on  record  as  opposed  to  the 
use  of  deductibles  and  co-insurance  in  a  national  health  insurance  system.  Pay- 
ments of  this  sort  serve  but  two  purposes.  First,  they  act  to  discourage  or  prevent 
utilization  of  health  care  services ;  second  they  help  defray  the  costs  of  whatever 
services  are  provided. 

Insofar  as  co-payment  mechanisms  limit  use,  the  underlying  rationale  must  be 
that  health  services  are  currently  over  utilized  and/or  that  some  method  is  needed 
to  ration  the  limited  supply  of  available  care  in  the  face  of  wide  demand.  We 
find  no  evidence  to  support  the  contention  that  health  services  are  "overutilized." 
On  the  contrary,  lack  of  preventive  care,  absence  of  or  failure  to  obtain  early 
diagnosis  and  treatment  is  widely  recognized  as  a  contributing  factor  in  many 
forms  of  serious,  costly  and  disabling  illness.  Major  ailments  to  which  the 
elderly  are  particularly  subject — cancer,  heart  disease,  stroke — are  susceptible 
to  treatment  and  control  provided  they  are  diagnosed  in  timely  fashion.  The 
absence  of  accessible  early  health  care — non  utilization  of  preventive  services 
rather  than  excessive  use — should  be  a  matter  of  far  greater  concern.  Ultimately 
it  imposes  a  more  costly  burden  on  the  Nation's  health  care  system.  Moreover, 
even  were  we  to  accept  the  premise  that  excessive  utilization  exists,  the  attempted 
remedy  should  be  an  equitable  one  not  an  approach  which  would  tend  to  ban  only 
those  who  are  least  able  to  pay. 

Use  of  deductibles  and  co-payment  as  a  method  for  financing  the  costs  of  na- 
tional health  care  in  effect  impose  a  regressive  tax  on  those  within  the  system. 
The  heaviest  burden  falls  on  the  lowest  income  individuals  and  families.  The 
cost  of  health  care  represents  a  disproportionate  share  of  the  income  and/or 
resources  of  those  at  the  lower  rungs  of  the  economic  ladder.  The  costs  of  a  na- 
tional health  insurance  program  must  be  met  through  general  tax  revenues  and 
other  financing  mechanisms  that  are  progressive  vtith  respect  to  the  burden  they 
impose  on  those  within  the  system. 

'My.  Gorman.  Thank  you  very  much.  Mr.  Martin? 

^Ir.  Martin.  Mr.  Chairman,  let  me  ask  one  question  of  Mr.  Turk. 

In  discussing  the  measures  here,  you  expressed  a  view  that  a  cata- 
stroiohic  illness  would  be  one  which  drives  the  family  below  the  poverty 
level? 

Mr.  Turk.  Yes. 

Mr.  Martin.  I  wonder  if  it  may  not  be  a  different  standard  that 
would  be  acceptable  to  you.  It  seems  to  me,  if  you  use  that  standard, 
then  you  would  foresee  no  relief  until  a  familv  becomes  impoverished. 
I  don't  think  that  is  what  you  had  in  mind.  I  think  rather  what  you 
had  in  mind  is  somethinof  that  drives  the  family  toward  that  level. 

^Ir.  Turk.  You  are  right. 

Mr.  Martin.  And  therefore  wouldn't  it  be  better  to  use  a  standard 
on  adjusted  gross  income  ? 
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!Mr.  Turk.  AYe  don't  say  that  because  of  income  you  don't  pay  any- 
tliing.  TTe  do  say  you  should  pay  toward  your  care  and  try  to  hold  it 
within  reasonable  limits  so  that  a  family  isn't  forced  to  go  down  to 
such  a  level. 

Mr.  Martix.  Let's  say  a  family  which  is  above  the  poverty  level, 
would  you  say  at  some  percentages  of  gross  adjusted  income — 10  per- 
cent, 15  percent,  or  20  percent — would  be  an  area  that  would  be  attrac- 
tive to  you  and  would  be  supported  by  you  ? 

Mr.  TrRK.  It  is  difficult  to  give  a  quick  answer. 

Mr.  Martix.  The  percentages  of  their  income  that  they  should  pay 
toward  their  own  medical  expenses. 

Mr.  Turk.  It  would  be  nice  if  we  could  have  insurance  pay  for  it. 
But  even  private  insurance  really  doesn't  begin  to  help.  For  example, 
the  Consumers  Report  of  January  has  a  section  devoted  to  rating  pri- 
vate insurance  companies  because  they  wanted  people  to  be  aware  of 
which  oilers  the  best  plan  to  supplement  medicare. 

A  question  as  to  what  percentage  of  the  income  I  think  would  vary, 
depending  on  the  ]Dart  of  the  country  you  are  in.  For  example,  living 
expenses  in  Xew  York  City  are  much  higher  than,  for  example,  in  the 
South  zone. 

Mr.  Martix.  But  so  is  income. 

Mr.  Turk.  Y^es.  It  is  a  relative  thing.  But  I  am  no  expert  on  econ- 
onietrics.  I  am  just  offering  comments. 

^Ir.  Martix.  You  might  tlihik  about  that  and  let  me  know  if  you 
come  to  some  particular  reference  place.  I  would  be  interested  in  hear- 
ing alx)ut  it. 

^Ir.  Turk.  Right. 

]\Ir.  Rostexkowski.  Thank  you,  Mr.  Turk. 

Our  next  witness  is  Ms.  Burris.  Ms.  Burris,  would  you  identify  your 
organization  and  proceed,  and  we  will  hear  your  testimony. 

STATEMENT  OP  CAEOL  BURRIS,  PRESIDENT,  WOMEN'S  LOBBY, 
ACCOMPANIED  BY  ANNE  CLARK,  DIRECTOR  OF  HEALTH 
RESEARCH 

^Is.  Burris.  Mr.  Chairman,  members  of  the  subcommittee,  I  am 
Carol  Burris,  president  of  Women's  Lobby,  Inc.  With  me  today  is 
Anne  Clark,  the  director  of  health  research  for  the  lobby.  WLI  is  a 
national  organization  with  affiliates  in  40  States.  We  work  solely  on 
]e<rislation  pertaining  to  women.  It  is  a  privilege  to  appear  before  you 
today. 

I  can  summarize  my  statement  and  insert  this  in  the  record. 
Mr.  Rostexkowski.  Y^our  entire  statement  will  be  included  in  the 
record. 

Ms.  Burris.  We  are  opposed  to  the  President's  proposals  because 
they  constitute  a  catastrophe. 

There  are  two  main  points  we  would  like  to  make.  The  first  is  that 
the  problem  that  the  elderly  are  concentrated  primarily  in  metropoli- 
tan areas  with  very  low  income  levels.  So,  in  Xew  York  City  or  in  your 
own  city  of  Chicago,  what  will  happen  if  the  President's  proposals 
become  law?  Most  likely  it  is  that  those  elderly  people  who  cannot 
afford  to  pay  the  increased  costs  are  going  to  put  a  strain  on  munici- 
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pal  facilities,  because  that  is  where  they  live.  Those  are  going  to  be  the 
only  facilities  that  are  going  to  be  able  to  treat  them. 

The  second  thing  is  that  the  harmful  effects  on  the  elderly  popula- 
tion as  a  whole  fall  much  more  strongly  on  women.  Between  1900  and 
1974  the  U.S.  Population  tripled,  while  the  population  age  65  and 
older  increased  sevenfold.  Ten  percent  of  the  TJ.S.  population  were  65 
or  older  and  12.7  million  were  women  and  9  million  were  men.  Eleven 
percent  of  the  women  were  married  and  77  percent  were  w^idowed. 

In  1970,  twice  as  many  women  as  men  were  institutionalized.  In 
March  of  1974,  the  median  income  of  women  over  65  was  $2,119  a  year, 
wdiile  the  median  for  men  was  $4,106.  Only  12.4  percent  of  the  men 
lived  below  the  low-income  level  while  19  percent  of  the  women  did. 

Jfationally,  16  percent  of  the  elderly,  3.4  million  people,  were  below 
the  poverty  level  and  60  percent  lived  alone  or  with  nonrelatives :  1.6 
million  of  these  were  women,  mostly  widows.  There  were  169  women 
for  every  100  men  in  the  over  75  age  group.  Estimates  are  that  there 
will  be  20  percent  of  the  population  over  75  by  the  year  2,000.  That  is 
compared  with  10,000  in  the  year  1900. 

The  life  expectancy  for  women  is  75.3  j^ears,  while  it  is  67.6  for 
men:  "More  than  8  out  of  10  men,  but  only  6  out  of  10  women  lived' 
in  a  family  setting  in  1974.  The  others  lived  alone  or  with  nonrela- 
tives except  for  the  less  than  1  in  22  who  live  in  an  institution. 
Women  outnumber  men  and  are  poorer:  "*  *  *  of  all  the  groups  of  the 
poor,  the  older  women  Avere  most  disadvantaged  *  50  percent  live  on 
under  $1,800  a  3^ear."  Only  5  j^ercent  of  women  over  65  have  incomes 
of  more  than  $5,000  a  5^ear.  Fourteen  percent  of  aged  women  have 
no  income.  Only  1  percent  of  aged  men  have  no  income.  Forty-two 
percent  of  elderly  women  received  less  than  $120  a  month,  compared  to 
1  percent  of  men  in  1972.  Women's  pension  benefits  are  substantially 
less  than  men's  because  it  is  common  policy  for  providers  to  give 
lessers  amounts  to  women  to  offset  their  higher  life  expectancies.  IMost 
women  don't  even  get  these  meager  amounts  because  they  are  forced 
into  early  retirement  when  they  will  get  80  percent  of  their  earned 
benefit  for  the  rest  of  their  lives. 

Because  the  President's  proposal  doesn't  stress  preventive  care  and 
because  we  have  testified  before  this  subcommittee  on  the  prob- 
lems that  women  have  and  needs  for  prevcntiA'e  care,  90  percent  of  the 
women  in  this  country  who  die  in  their  reproductive  years  die  of  re- 
productive cancers.  Two-thirds  of  all  diabetics  are  women.  Some 
women  don't  really  suffer  from  catastrophic  care  the  same  way  as 
men  do  in  the  middle  part  of  their  life,  but  toward  the  end  of  their 
lives  they  die  from  those.  And  those  are  going  to  best  be  prevented 
with  preventive  care  and  not  with  catastrophic  care. 

The  best  way  to  close  our  statement  is  a  statement  that  William 
Randall  of  Missouri  made  in  his  Select  Committee  on  Aging.  That  is : 
"It's  bad  enough  to  be  old.  It  is  bad  enough  to  be  poor.  But  the  worst 
situation  of  all  is  to  be  old,  poor,  and  to  be  a  woman." 

I  point  out  that  the  President  is  none  of  these  and  yet  for  all  of  the 
rest  of  us  we  are  going  to  face  old  age.  In  fact,  it  is  one  of  the  few 
problems  of  women's  liberation  that  is  completely  unavoidable. 

Thank  you. 

Mr.  RosTENKOw^SKi.  Are  there  any  questions  of  Ms.  Burris  ?  Thank 
you  very  much,  Ms.  Burris. 
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;M?.  Bukris.  Thank  you. 

[The  prepared  statement  follows :] 

Statement  of  Caeol  Buesis,  Peesidext,  TroME:N'*s  Lobby,  Inc. 

Mr.  Chairman,  Members  of  the  Subcommittee,  I  am  Carol  Burris,  President  of 
Women's  Lobby,  Inc.  With  me  today  is  Anne  Clark,  the  Director  of  Health 
Research  for  the  Lobby,  WLI  is  a  national  organization  with  affiliates  in  forty 
states.  We  work  solely  on  legislation  pertaining  to  women.  It  is  a  privilege  to 
appear  before  you  today. 

On  January  19,  1976  the  President  in  his  State  of  the  Union  address  proposed 
"catastrophic  health  insurance  for  everyone  covered  by  Medicare."  He  ex- 
plained that,  .  .  fees  for  short-term  care  will  go  up  somewhat.  .  ."  However, 
he  said  his  goal  was  ••to  help  those  who  really  need  protection — older  people 
and  the  poor."  ^ 

These  proposals  can  best  be  characterized  by  the  President's  descriptions 
c.irasrrophic  1 

This  change  would  be  detrimental  to  millions  of  elderly  people  who  would 
he  faced  with  substantial  increases  in  out  of  pocket  medical  costs  for  relatively 
short  hospital  stays  and  in  the  deductible  amount  for  supplemental  medical 
insurance. 

Women's  Lol>by  i>  unalterably  opposed  to  this  increase  because,  it  is  the 
Inr^e  numbers  of  elderly  women  who  will  bear  the  burden  of  these  disastrous 
cost  increases. 

The  Medicare  Improvevients  Act  of  1976  would  include  increased  coinsurance 
amount  to  "•discourage  unnecessary  utilization."^  In  Part  A,  the  amount  of  the 
deductible  fpresently  3104),  would  remain  the  same.  There  would  be  a  10% 
charge  on  all  inpatient  hospital,  extended  care,  home  health,  and  hospital  based 
physician  services  above  the  deductible.  Any  beneficiaries  incurred  costs  would 
be  limited  to  $500.  In  Part  B.  the  deductible  would  be  increased  from  $60  to  $77 
in  1977  and  would  continue  to  rise  with  inflation.  The  limit  on  annual  costs  to 
beueiiciaries  would  l-e  8250.  In  addition,  to  control  costs,  "Medicare  per  diem 
reimbursement  to  providers  under  Hospital  Insurance  coverage  (would  be 
limited)  to  7Vc  over  1976  and  increases  in  physicians  fees  to  4%."^  In  addition, 
he  would  "tie  the  medical  insurance  deductible  to  adjustments  in  Social  Security 
cash  payments." 

Now,  recipients  pay  the  on^^t  of  the  first  day  of  hospitalization  or  $104,  and 
are  taken  covered  for  the  first  60  days,  for  the  reasonable  cost  of  all  covered 
services.  For  days  61  through  90,  the  patient  is  covered  plus  payments  of  $26 
coinsurance  a  day.  Each  individual  has  a  "lifetime  reserve"  of  60  hospital  days 
which  may  be  drawn  upon  when  more  thnn  90  days  per  benefit  period  are  needed. 
En  oh  of  these  60  days  will  cover  the  cost  of  all  covered  services  except  for  $52 
coinsurance  per  reserve  day. 

Social  Security  Administration  figures  show  that  almost  25  million  Americans 
are  covered  under  Medicare.  According  to  the  President,  3  million  fall  into  the 
catastrophic  class.  The  National  Council  of  Senior  Citizens  claims  that  only  one 
million  would  improve  their  status  under  the  hospital  proposal  and  two  mil- 
lion by  the  supplementary  medical  insurance.  "The  Administration  does  not  know 
how  many  of  them  are  aged  because  the  totals  include  an  unkno\sTi  number  of 
disabled  beneficiaries  and  kidney  dialysis  patients  under  65  who  have  heavy  medi- 
cal costs."  * 

The  Social  Security  Administration  figures  show  that  a  patient  would  have  to 
stay  in  the  hospital  for  more  than  75  days  to  accrue  charges  of  $500  and  reach 
Mr.  Ford's  ceiling.  Only  2.500  medicare  recipients  are  hospitalized  for  this  long. 
So.  "fewer  than  one-half  of  one  percent  of  the  elderly  would  benefit  ...  at  the 
expense  of  all  the  other  elderly  people  since  increased  charges  to  the  majority 
would  be  used  to  pay  for  the  so-called  catastrophic  benefit."  * 


iPrenident  Ford's  State  of  the  Union  Address,  January  19,  1976,  9:00  p.m.  E.S.T.,  pp. 
.S  nnd  9. 

2  Health.  Education  and  Welfare,  budget,  Fiscal  Year  1977,  p.  10. 

3  Ibid.,  p.  7. 
*  Ibid. 

■■  Senior  Citizen  News.  William  R.  Hutton,  February  1976,  National  Council  of  Senior 
Cirizens.  Inc.,  Washinorton.  D.C.,  p.  1. 

«  Committee  for  National  Health  Insurance,  Press  Release,  Jan.  20,  1976,  p.  1. 
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Nelson  Cruikshank,  National  Council  of  Senior  Citizens,  says,  "in  1977  a  hos- 
pital stay  of  11  days — tlie  average  for  a  Medicare  beneficiary — would  cost  the 
patient  $124  .  .  .  under  the  President's  proposal,  the  same  patient  would  be  re- 
quired to  pay  10  percent  on  all  hospital  charges  above  the  deductible  .  .  .  for  his 
11  day  stay  at  a  hospital  charging  $125/day,  he  would  have  to  pay  $277  ;  and  with 
a  hospital  charge  of  $200/day,  he  would  be  charged  a  total  of  $332." '  For  a  fur- 
ther comparative  analysis,  the  attached  charts  prepared  by  the  Congressional  Re- 
search Service  give  more  information  : 

ASSUMPTIONS  USED  IN  TABLE  ONE  ILLUSTRATIONS 

For  purposes  of  illustrating  the  differences  in  the  patient  cost-sharing  require- 
ments under  present  law  and  those  included  in  the  Administration's  proposal, 
the  following  assumptions  have  been  made  : 

(a)  Under  both  present  law  and  the  Administration's  proposal,  the  Medicare 
inpatient  hospital  deductible  remains  "dynamic,"  i.e.,  it  is  adjusted  annually  to 
reflect  increases  in  the  costs  of  hospital  benefits.  Under  present  law,  for  the 
calendar  year  commencing  January  1, 1976,  the  deductible  is  $104.  For  purposes  of 
illustration  only,  it  is  assumed  that  for  the  calendar  year  commencing  January  1, 
1977,  the  deductible  will  be  increased  to  $120.  Under  present  law,  this  would  mean 
that  the  daily  coinsurance  rate  for  the  61-90  day  of  hospital  care  would  be  $30 ; 
daily  coinsurance  rate  for  life-time  reserve  days  (91-150  day  of  hospital  care)  — 
$60  ;  and  coinsurance  for  skilled  nursing  facility  care — $15/day  for  the  21-100  day. 

(&)  For  purposes  of  illustrating  Part  B  patient  cost-sharing,  it  is  assumed  that 
the  "static"  (i.e.  fixed)  $60  SMI  deductible  under  present  law  will  remain  un- 
changed in  calendar  1977.  The  examples  presented  for  the  Administration  pro- 
posal, on  the  other  hand,  reflect  its  intention  to  raise  the  SMI  deductible  for  1977 
to  $77  and  to  place  it  thereafter  on  a  dynamic  basis  reflecting  percentage  in- 
creases in  cash  social  security  benefits.  It  is  also  assumed  that  charges  remaining 
after  applying  the  deductible  and  coinsurance  are  "reasonable  charges"  and 
therefore  full  reimbursable  under  Part  B  under  both  present  law  and  the  Admin- 
istration's proposal. 

(c)  For  purposes  of  illustration  only,  it  is  further  assumed  that  average  per 
diem  hospital  charges  incurred  by  Medicare  beneficiaries,  including  both  routine 
and  ancillary  services,  are  $150.  It  is  necessary  to  make  this  assumption  regard- 
ing hospital  charges  since  the  Administration's  proposed  patient  cost-sharing 
changes  under  Part  A  are  linked  to  hospital  charges  billed  the  patient  in  excess 
of  the  inpatient  deductible.  However,  it  must  be  noted  that,  Medicare  reimburses 
hospitals  on  the  basis  of  the  costs  of  rendering  care  to  beneficiaries,  rather  than 
on  the  basis  of  charges.  For  purposes  of  simplicity,  it  assumed  that  charges  are 
equal  to  costs  in  the  examples  shown  in  Table  1  with  regard  to  the  liability  of  the 
Medicare  program. 

TABLE  I 

ILLUSTRATION  1.— PATIENT  HOSPITALIZED  FOR  BRIEF  FOUR  DAY  PERIOD  WITH  PT.  B  CHARGES  AMOUNTING 

TO  $90.  TOTAL  CHARGES  $690 

Administration 

Present  law  Amount  proposai 


Patient  pays   $120  $168.00 

Medicare  pays   480  432.00 

B: 

Patient  pays   66  79. 60 

Medicare  pays   24  10. 4& 

Total: 

Patient  pays    186  247.6a 

Medicare  pays   504  442.40 


'  National  Council  of  Senior  Citizens,  Press  Release,  Jan.  23,  1976,  pp.  1-2. 
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ILLUSTRATION  2.— PATIENT  HOSPITALIZED  FOR  A  PERIOD  OF  12  DAYS  WITH  SURGICAL  AND  OTHER  PT.  B 
EXPENSES  TOTALING  $500.  TOTAL  CHARGES  $2,300 

A: 

Patient  pays..                                                                                         $12o  $288.00 

Medicare  pays                                                                                           1^680  1,512.00 

Patient  pays                                                                                                   148  lei.eo 

Medicare  pays...                                                                                          352  338. 40 

Total  : 

Pati^ent  pays.                                                                                               268  449.  60 

Medicare  pays...    _  2,032  1,850.40 

ILLUSTRATION  4.— PATIENT  HOSPITALIZED  FOR  A  PERIOD  OF  96  DAYS  WITH  SURGICAL  AND  OTHER  PT.  B 
EXPENSES  TOTALING  $2,500.  TOTAL  CHARGES  $16,900 


A: 

Patient  pays...   $1,380  $500.00 

Medicare  pays   13,020  13,900.00 

B: 

Patient  pays    548  250.00 

Medicare  pays   1  952  2,250.00 

Total : 

Patient  pays   1,928  750.00 

iVledicare  pays    „  14,972  16,150.00 

PEBCEXTAGE  DISTEIBUTION  OF  LEI^GTHS  OF  STAY 

Table  2  is  designed  to  show  the  percentage  distribution  of  hospital  discharges 
for  Medicare  patients  by  length  of  stay  intervals  from  1968  to  1971.  This  in- 
formation was  published  by  the  Social  Security  Administration  in  1975.  Such 
data  suggests  the  extent  to  which  patients  are  affected  by  the  cost-sharing 
requirements  of  present  law  and  the  proposals  made  by  the  Administration. 

TABLE  II.— PERCENTAGE  DISTRIBUTION  OF  SHORT  STAY  HOSPITAL  DISCHARGES  BY  LENGTH  OF  STAY  INTERVALS 

1968-71 

1968  1969  1970  1971 

7  days  and  under   39.7  39.7  41.0  42.1 

8  to  14,   29.2  29.4  29.4  23.6 

15  to  21...     13.9  14.1  13.9  13.7 

22to30-_..   8.4  8.5  8.2  7.7 

31to50.    7.2  6.9  6.3  5.7 

61to90..   1.1  2.0  .9  .7 

Over  90  days...   .4  .4  .3  .3 

SELECTED  MEASURES  OF  UTILIZATION  OF  SHORT-STAY  HOSPITAL  SERVICES  UNDER  MEDICARE  1968-71 

Discharges   5,516,861.0  5,724,102.0  5,928,115.0  6,103,660.0 

Days  of  care   75,426,524.0  77,212,412.0  76,874,610.0  75,269,245.0 

Mean  length  of  stay      13.7  13.5  13.0  12.5 

Median  length  of  stay....   9.9  9.9  9.6  9.4 

Annual  rate  per  1,000  enrolled: 

Discharges   279.1  286.0  291.1  294.3 

Days  of  care   3,815.3  3,857.9  3,775.5  3,677.0 

An  article  in  the  Washington  Post  by  Stuart  Auerbach  on  January  23,  1976, 
states  tliat  with  the  various  new  "provisions  in  place,  it  would  take  about  15 
or  16  days  in  the  hospital  to  reach  the  $500  ceiling."  ®  ''Hospitals  have  no  choice 
about  taking  what  the  government  pays  for  Medicare  patients,  but  doctors  can 
ask  patients  to  pay  the  difference  between  what  the  government  covers  and  what 
they  charge  ...  an  increasing  number  of  doctors — up  this  year  to  52  percent 
are  doing  that."  ^  An  interesting  thought  to  consider  is  whether  one  outcome 
of  the  proposed  system  would  be  to  throw  the  costs  of  care  back  onto  the  cities. 
In  H.K.W.'s  Health  Insurance  Statistics  of  October  15,  1975,  based  on  1972 
data,  monthly  reimbursements  i)er  person  by  state  are  examined.  "Per  capita 


s  Washington  Post,  Stuart  Auerbach,  "Ford  Is  Disputed  on  Medicare,"  Jan,  23,  1976. 
e  Wnshington  Post,  Stuart  Auerbach,  "Rise  in  Health  Charges  is  Proposed  by  Ford, 
Jan.  22,  1976. 
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reimbursements  continued  to  be  associated  with  degree  of  urbanization  of  the 
country  in  which  the  enrollee  lives.  Metropolitan  counties  with  a  central  city 
had  the  highest  monthly  per  capita  reimbursement  in  1972;  $35.91;  metropolitan 
counties  without  a  central  city  followed  at  $33.38,  and  non-metropolitan  counties 
were  lowest  with  an  average  of  $24.68." 

This  data  indicates  the  highest  per  capita  reimbursements  for  hospital  insur- 
ance were  in  Massachusetts,  New  York,  Connecticut,  and  Rhode  Island,  in  that 
order,  followed  closely  by  California,  Nevada,  Alaska,  and  Arizona.  High  relative 
costs  were  also  associated  with  Michigan,  Illinois,  and  Minnesota.^  For  supple- 
mentary medical  insurance  the  highest  reimbursement  amounts  were  to  Cali- 
fornia, Nevada,  Alaska,  and  Arizona,  followed  by  the  District  of  Columbia 
and  Florida.  When  one  considers  the  data  on  metropolitan  counties  in  conjunc- 
tion with  the  geographic  index,  the  pressure  on  large  metropolitan  hospitals, 
where  the  elderly  on  fixed  incomes  who  cannot  afford  these  increases  will  turn, 
will  strain  all  city  budgets. 

Supplemental  Medical  Insurance  pays  80  percent  of  the  "reasonable  charges 
for  covered  services  after  a  deductible  of  $60.  According  to  the  Consumer  Price 
Index,  physicians'  fees  rose  7.5  percent  in  1970,  6.9  percent  in  1971,  and  3.1  per- 
cent in  1972.^^  Then  the  Economic  Stabilization  Program  acted  as  a  form  of  price 
control  for  health  services  until  April  of  1974.  The  President's  plan  to  reimburse 
doctors  for  no  more  than  4  percent  increases  while  increasing  the  deductible  for 
SMI  will  encourage  doctors  to  pass  on  cost  increases  as  out  of  pocket  expenses, 
or  encourage  physicians  to  refuse  these  patients.  Worst  of  all,  the  elderly  will 
now  delay  treatment  until  seriously  ill. 

The  harmful  effects  on  the  elderly  population  as  a  whole,  fall  much  harder 
on  elderly  women.  Between  1900  and  1974,  the  U.S.  population  tripled,  while  the 
population  aged  65  and  over  increased  sevenfold.  Ten  percent  of  the  U.S.  popula- 
tion is  aged  65  or  over  in  1974.  12.8  million  were  women  and  9  million  were 
men/^  11  percent  of  the  women  were  married  and  77  percent  were  widowed.  In 
1970,  twice  as  many  women  as  men  were  institutionalized.^*  The  elderly  live 
primarily  in  large  metropolitan  cities.^^  In  March,  1974,  the  median  income  of 
women  over  65  was  $2,119/year,  while  the  median  for  men  was  $4,106.^^  Only 
12.4  percent  of  the  men  lived  below  the  low  income  level,  while  19  percent  of  the 
women  did!  Nationally,  16  percent  of  the  elderly  (3.4  million)  were  below  the 
poverty  level  and  60  percent  lived  alone  or  with  non-relatives.  1.6  million  of 
these  were  women,  mostly  widows.  (1973  figures)"  There  are  169  women  for 
every  100  men  in  the  over  75  age  group  now,  with  estimates  putting  them  at 
20  percent  of  the  population  over  75  by  2000.  Compare  that  with  10  percent  in 
1900.^' 

The  life  expectancy  for  women  is  75.3  years,  while  it  is  67,6  for  men.^^  "More 
than  eight  out  of  ten  men,  but  only  six  out  of  ten  women  lived  in  family  setting 
in  1974.  The  others  lived  alone  or  with  nonrelatives  except  for  the  less  than  1  in 
20  who  lived  in  an  institution."  ^  Women  outnumber  men  and  are  poorer  ".  .  .  of 
all  the  groups  of  the  poor,  the  older  women  were  most  disadvantaged  ...  50 
percent  live  on  under  $1800  a  year."  ^  Only  5  percent  of  women  over  65  have 
incomes  of  more  than  $5,000  a  year.^  14  percent  of  aged  women  have  no  income ! 


10  Department  of  Health.  Education  and  Welfare,  (SSA),  Health  Insurance  Statistics, 
Pub.  No.  76-11702,  Oct.  15.  1975,  "Health  Insurance  for  the  Aged:  Monthly  reimhurse- 
nient  per  person  by  state,  1972,"  p.  1. 

1^  Ibid. 

12  Department  of  Health,  Education  and  Welfare,  (SSA).  Health  Insurance  Statistics, 
Pub.  No.  76-11702,  Sept.  30,  1975,  "Supplementary  Medical  Insurance  :  Utilization  and 
Charges,  1972,"  p,  4, 

12  Bureau  of  the  Census,  Current  Populations  Reports,  Special  Studies,  Social  and  Eco- 
nomic Characteristics  of  the  Older  Population,  1974,  Series  P-23,  No.  57,  p.  2, 
"Ibid.,  p.  9, 
"  Ibid.,  p.  15, 
^«Ibid.,  p.  37. 

1"  Department  of  Health,  Education  and  Welfare,  Facts  About  Older  Americans,  Pub. 
No.  75-200006,  (OHD). 

IS  Federal  Council  on  the  Aging,  Annual  Report,  1975,  Jan.  16,  1976,  p.  65. 

i»U.S.  Congress,  House  of  Representatives,  Committee  on  Aging.  Subcommittee  on 
Retirement  Income  and  Employment,  1st  Session,  94th  Congress,  Hearing,  "Economic 
Protlems  of  Aging  Women,"  July  15,  1975,  p.  2. 

20  Ibid,,  p.  2. 

"lU.S.  Congress,  House  of  Representatives,  Committee  on  Aging,  Subcommittee  on  Re- 
tirement Income  and  Employment,  1st  Session,  94th  Congress,  Hearing,  "Pension  Prob- 
lems of  Older  Women,"  Oct,  21,  1975,  p.  3. 

22  Op,  cit,,  "Economic  Problems  of  Aging  Women,"  p.  10, 
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Only  1  percent  of  aged  men  have  no  income.  42  percent  of  elderly  women  received 
less  than  $120/montli,  compared  to  19  percent  of  men  in  1972.-^  Women's  pension 
benefits  are  substantially  less  than  men's  because  it  is  common  policy  for  pro- 
viders to  give  lesser  amounts  to  women  to  offset  their  higher  life  expectancies. 
Most  women  don't  even  get  these  meager  amounts  because  they  are  forced  into 
early  retirement  when  they  will  get  80  percent  of  their  earned  benefit  for  the 
rest  of  their  lives.  "When  you  recognize  that  TO  percent  of  women  do  not  hold 
out  until  they  are  65,  this  is  a  very  important  factor.  The  reason  for  that  is  it 
is  so  hard  for  an  older  woman  to  find  a  job."  "* 

Instead  of  stressing  preventing  medical  care,  the  President's  proposal  is 
penny-wise  and  pound  foolish.  To  the  large  population  of  elderly  women  on 
pitiful  incomes  they  are  a  denial  of  any  protection.  Since  women  live  longer  and 
increase  their  numbers  over  age,  the  acutely  underprivileged — older  women — 
will  be  subsidizing,  by  sheer  numbers,  elderly  men. 

There  were  several  examples  of  women  on  fixed  incomes  that  we  could  include 
at  this  point.  The  sad  fact  is  that  Medicare  beneficiaries  are  paying  more  of 
their  own  money  out  of  pocket  for  medical  expenses  than  they  were  before 
Medicare  was  enacted.  The  premiums,  deductibles  and  coinsurance  rates  for 
Medicare  have  shot  up  110  percent.  We  are  forcing  the  elderly  to  bear  the  burden 
of  increases  in  health  care.  '"The  direct  challenge  (is)  to  act  toward  curbing 
health  care  inflation  and  reimbursement  abuses  rather  than  taking  the  easy 
path  of  passing  the  cost  burden  to  the  consumer."  ^ 

In  conclusion,  let  me  just  remind  us  all  that  age  is  not  an  optional  possibility. 
Many  of  the  problems  of  the  women's  movement  can  be  avoided,  but  the  problem 
we  are  discussing  today — old  age — will  face  us  all.  It  is  within  the  grasp  of  this 
committee  to  guarantee  to  every  elderly  woman,  and  man,  a  dignified  life  with  a 
right  to  health.  We  must  assume  some  responsibility  for  the  10  percent  of  our 
population  that  is  elderly,  for  we  will  want  that  treatment  for  ourselves  soon. 
Will  we  be  poor,  improperly  cared  for,  disgracefully  overlooked,  and  wondering 
why  such  injustice  and  anguish  is  warranted  because  we  are  no  longer  young? 

The  Honorable  William  Randall  of  Missouri  described  my  point  in  this  way, 
.  .  it  is  bad  enough  to  be  old,  it  is  bad  enough  to  be  poor,  but  the  worst  situa- 
tion of  all  is  to  be  old,  poor,  .  .  .  and  to  be  a  woman." 

]Mr.  RosTEXKOwsKi.  ]Mi's.  Phyllis  Messer. 
[Xo  response.] 

Miss  Hope  Cramer  ?  "Welcome  ladies,  to  the  committee.  If  you  will 
identify  yourself  and  continue  with  your  statement. 

STATEMENT  OF  HOPE  CRAMEK,  MEMBER,  CITIZENS'  COMMITTEE 
ON  AGING;  ACCOMPANIED  BY  JEAN  JANOVEE,  CHAIPvMAN, 
CITIZENS'  COMMITTEE  ON  AGING,  COMMUNITY  COUNCIL  OF 
GREATER  NEW  YORK 

Ms.  Cramee.  I  am  Hope  Cramer.  This  is  ]\Ir3.  Jean  Janover,  who  is 
chairman  of  the  Citizens'  Committee  on  Aging  in  Greater  New  York. 

May  I,  before  I  read  ni}^  testimony,  try  to  answer  Mr.  JNIartin's 
questions.  He  raised  a  question,  I  think  with  ]Mr.  Pepper,  about  why 
home  health  care  provisions  and  psychiatric  provisions  were  not  in- 
cluded in  the  list  of  things  that  the  administration  is  changing? 

^Ir.  ]Martix.  Yes.  CongressAvoman  l\.ejs  raised  the  question,  but  it 
would  be  very  appropriate  if  you  could  answer  it. 

23  U.S.  Congress,  House  of  Representatives,  Committee  on  Aging,  Subcommittee  on  Re- 
tirement Income  and  Employment,  1st  Session,  94tli  Congress,  Hearing,  "Social  Security 
Inequities  Against  Women,"  Sept.  11  and  29,  1975,  p.  3. 

2<  Ibid.,  p  .17. 

25  U.S.  Congress,  House  of  Representatives,  Committee  on  Ways  and  Means,  Subcom- 
mittee on  Health,  1st  Session,  94tb  Congress,  Hearing,  "Specific  Medicare  Amendmeuts," 
Sept.  19,  197.0.  p.  4. 

2«  Op.  cit.,  "Economic  Problems  of  Aging  Women,  p.  1. 
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Ms.  Cramer.  I  think  it  is  because  of  all  the  medicare  expenditures. 
One  percent  are  expended  for  home  care  services.  It  really  doesn't 
amount  to  a  lot  of  money.  I  think  the  administration  can  well  afford  j 
to  leave  that  in. 

The  other  provision,  care  in  a  psychiatric  hospital,  if  I  were  to 
read  to  you  from  page  15  of  the  most  recent  medicare  handbook,  you 
will  have  as  much  trouble  as  I  in  undei-standing  the  medical 
terminology. 

In  New  York  State  a  few  older  people  are  admitted  to  psychiatric 
hospitals.  They  are  first  admitted  to  general  hospitals,  in  which  their 
care  is  covered.  But  since  1968,  there  has  been  a  very  systematic  dis- 
charge of  elderly  patients. 

Also,  the  care  in  a  psychiatric  hospital  under  medicare  is  limited 
to  190  days  lifetime.  I  think  that  we  are  really  not  talking  about  a 
tremendous  expenditure  for  either  home  care  or  psychiatric  care  under 
medicare.  That  is  probably  why  nothing  has  been  changed. 

Today  I  am  repi  esenting  the  Citizens'  Committee  on  Aging  of  the 
Community  Council  of  Greater  New  York.  The  committee  is  the  cen- 
tral advocacy  unit  in  the  field  of  aging  in  New  York  City.  It  incor- 
porates participation  from  the  voluntary  and  governmental  sectors  of 
service  providers  in  New  York  City,  as  well  as  representatives  of 
senior  citizens  groups  and  unions,  and  other  civic  leadership  organiza- 
tions in  the  city.  The  Community  Council,  of  which  the  Citizens'  Com- 
mittee is  a  part,  is  the  central  information  and  research  for  action 
agency  in  New  York  City. 

I  also  speak  for  my  employer  Self  help  Community  Services,  Inc., 
a  multipurpose  geriatric  voluntary  social  agency  which  serves  25,000 
older  people  in  New  York  City. 

I  have  many  years  of  experience  in  not  only  the  voluntary  sector, 
but  also  the  Public  Health  Service  and  the  New  York  City  Depart- 
ment for  the  Aging. 

I  will  direct  my  testimony,  as  you  have  reqeusted,  to  the  President's 
six  proposed  changes  in  the  medicare  program.  Over  all,  in  examining 
the  changes,  one  is  led  to  wonder  for  whom  medicare  is  "fair  and 
reasonable." 

Most  older  people  live  on  fixed  incomes.  The  major  source  of  income 
is  old  age  and  survivors  insurance,  or  social  security.  According  to  the 
January  1976  "Social  Security  Bulletin,"  in  September  1975,  the 
average  benefit  for  a  retired  worker  w^as  $205.79  per  month;  for  a 
worker's  wife,  $104.60;  for  widows — or  widowers — $292.01:.  A  large 
part  of  this  goes  for  housing — in  the  urban  areas  for  rents :  in  the  rest 
of  the  country,  high  fuel  costs  and  increased  real  estate  taxes.  Greater 
costs  for  health  services,  we  believe,  weaken  the  avowed  purpose  of 
medicare;  to  protect  the  elderly  from  paying  an  increasingly  larger 
proportion  of  their  income  for  health  care. 

May  I  interject  some  figures  from  the  New  Cit}^  Department  for 
the  Aged.  In  New  York  City,  there  are  roughly  1  million  people  over 
65  or  5  percent  of  the  national  total.  One-third  are  75  years  of  age  and 
over,  100,000  are  on  SSI,  supplementary  security  income,  although 
many  more  are  eligible. 

The  elderly  don't  want  to  be  legislated  poor,  250,000  are  below  the 
poverty  level.  One-half  of  those  over  65  have  an  income  of  less  than 
$3,000  a  year  and  one-third  less  than  $2,000  a  year. 
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More  specifically,  the  first  of  the  President's  proposals  requiring- 
hospitalized  medicare  beneficiaries  to  pay  co-insurance  amounts  equal 
to  10  percent  of  the  hospital  charges  on  top  of  the  $104  hospital  deduc- 
tible, places  an  undue  burden  on  them.  The  average  hospital  stay  of 
persons  65  and  over  in  1975 — reported  by  the  Social  Security  Admin- 
istration in  January  1976  was  10.7  days.  A  person  paying  10  percent  of 
the  daily  cost  of  an  average  hospital  stay  would  be  paying  $106.20  in 
addition  to  the  $104  hospital  deductible  which  equals  a  total  of  $210.20. 

Short-stay  hospital  bills  accounted  for  85  percent  of  all  bills  approved  and  95 
percent  of  total  reimbursements  under  the  HI  program  during  the  fiscal  year 
11^75.  The  average  reimbursement  per  short-stay  hospital  bill  equaled  the  $1,062 
figure  for  all  hospitals  and  covered  more  than  75  percent  of  the  total  charges  for 
short-stay  hospitals. 

People  under  65  who  are  covered  by  basic  Blue  Cross  would  be  pay- 
ing nothing  above  their  premiums — roughly  $150  yearly — for  the 
same  length  of  hospitalization. 

We  estimate,  using  the  same  $106.20  per  daily  hospital  cost,  na- 
tionally, that  an  older  person  would  have  to  be  hospitalized  approxi- 
mately 371/3  days  to  be  covered  by  the  $500  catasrophic  illness  pro- 
vision, the  second  of  the  President's  proposals.  Estimates  of  those 
pei-sons  age  65  and  over  who  are  eligible  for  catastrophic  coverage 
range  from  1  out  of  300  to  12  out  of  300. 

So,  proportionately,  few  people  would  benefit  from  the  $500  limit 
on  patient  liability.  Although  the  $500  limit  will  be  of  immeasurable 
A  alue  to  those  few  who  desperately  need  it,  the  fact  is  that  under 
ilie  new  plan  eATr3one  else's  hospital  expenses  will  be  raised 
••(•atastropliically." 

At  the  present  time  the  patient  is  responsible  for  the  $104  hospital 
co-insurance,  and  $26  per  day  co-insurance  for  the  61st  through  the 
9(  ith  day  of  liospitalization. 

We  believe  the  third  proposal  which  recommends  that  increases  in 
tlie  deductible  under  part  B  of  medicare — from  $60  to  $77  and  proba- 
bly more — will  further  diminish  access  to  medical  care.  Studies  under- 
taken in  Canada  and  at  Stanford  University  corroborate  the  above 
statement;  that  increases  in  co-insurance  and  deductible  inhibit 
utilization. 

Many  of  our  clients  are  considering  withdrawing  from  voluntary 
participation  in  part  B  of  medicare  because  their  present  "out-of- 
l^ocket"  expenses  are  so  great.  If  $77  were  the  only  cost  under  part 
B,  after  the  monthly  premiums  of  $6.70— but  $7.20  as  of  July  1976— 
were  paid,  perhaps  we  would  not  be  so  disturbed.  However,  few  doctors 
accept  assignment  and  few  charge  only  what  has  been  determined  to 
be  the  "fair  and  reasonable"  charge  for  service  for  the  area. 

According  to  the  Consumer  Price  Index  of  1975,  physicians  fees 
rose  10  percent  during  the  year,  a  rate  of  increase  41  percent  faster 
than  all  other  medical  items. 

Blue  Cross-Blue  Shield  of  Greater  New  York,  the  medicare  carrier 
in  the  Xew  York  area,  acknowldeges  that  out-of-pocket  medical  costs 
for  the  elderly  today  exceed  their  costs  before  the  inception  of  medi- 
care. And  with  inflation,  they  are  certainly  getting  less  for  their 
money. 

Some  figures  published  by  the  Social  Security  Administration  in 
1974  illustrate  this  point.  In  1966,  before  medicare,  the  average  annual 
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medical  bill  per  aged  person  was  $445.  After  medicare  began  this  de-  i| 
clined  in  1967  to  $363.  In  1968,  it  was  $386,  but  after  that  it  began  to  ! 
rise  sharply.  However,  the  proportion  of  the  average  medical  bill  for  ! 
medicare  beneficiaries  paid  for  by  the  Hospital  Insurance  and  Sup- 1 
plementary  Medical  Insurance  Trust  Funds — Medicare — declined  j 
steadily  from  46  percent  in  1969  to  40  percent  in  1973  and  is  still  going  i 
down. 

The  President's  fourth  proposal  that  "no  beneficiary  pay  more  than 
$250  in  a  year  toward  the  deductible  and  the  existing  20  percent  co- 
insurance amounts — as  applied  to  medicare — determined  reasonable 
charges  for  physician  services"  is  misleading.  What  it  does  not  take 
into  account  is  that  most  doctors  charge  more  than  the  allowed  medi- 
care determined  reasonable  charges.  Therefore,  the  $250  is  meaning- 
less because  it  does  not  cover  actual  expenses.  It  is  difficult,  if  not  im- 
possible, for  an  individual  to  find  out  from  Blue  Shield  what  the  area 
''fair  and  reasonable  charge  is  beforehand.  It  will  surely  show  up  on 
the  "Explanation  of  Benefits"  statement  afterwards.  And  even  if  he 
or  she  could  find  out,  do  you  really  believe  there  is  a  free  and  open 
marketplace  for  medical  services  ? 

We  believe  also  that  this  proposal  would  further  diminisli  the' 
number  of  doctors  still  willing  to  accept  assignment.  The  $250  figure 
will  be  interpreted  to  mean  a  $250  total  j)atient  liability  for  direct 
medical  services ;  in  realit}^  this  is  not  the  case. 

We  applaud  a  limit  on  increases  in  institutional  and  home  health 
care  costs  in  the  fifth  proposal.  However,  it  does  seem  to  us  like 
locking  the  barn  door  after  the  horse  has  been  stolen.  We  decry  the 
inflated  base  on  which  this  limitation  is  placed. 

We  clo  not  feel  that  these  proposed  reforms  of  medicare  really  do 
more  than  place  a  bandaid  on  a  gaping  wound.  The  health  delivery 
system  is  becoming  more  and  more  difficult  for  a  patient  to  manipulate, 
and  the  free  choices  which  the  medicare  philosophy  embraces  are 
harder  and  harder  to  come  by. 

The  experience  of  my  agency  and  others  throughout  ISTew  York 
City,  reveals  that  numbers  of  elderly  are  using  hospital  emergency 
rooms  and  clinics  for  primary  care.  They  can  no  longer  afford  the 
luxury  of  their  own  personal',  private  physician.  Even  the  sixth  of 
the  President's  proposals  to  limit  by  4  percent  increases  in  doctors' 
fees,  will  not  reverse  this  trend. 

It  is  important  that  the  Federal  Government  take  another  look 
at  the  availability  and  costs  of  medical  care  for  our  aging  popu- 
lation— ^those  persons  who  after  serving  our  country  well  during 
their  productive  years  are  forced  to  retire  on  limited 'incomes,  espe- 
cially in  a  period  of  high  inflation. 

Medicare  was  conceived  as  a  cooperative  relationship  between 
Government,  the  aged  population  and  the  medicare  profession.  It 
seems  now  that  the  burden  has  fallen  on  the  individual  in  undue 
proportion. 

We  would  hope  to  see  real  "fair  and  reasonable"  reform  of  medicare, 
not  higher  costs  which  will  probably  result  in  less  care. 
Jean,  would  you  have  any  comments  to  make  ? 
Ms.  J AxovEK.  I  have  nothing  to  add. 
[The  prepared  statement  follows:] 
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Statement  of  Mes.  Hope  Cbamer,  Repeesenting  Citizens'  Committee  on  Aging 
OF  Community  Council  of  Greatee  New  Yoek 

My  name  is  Hope  Cramer.  Today  I  am  representing  tlie  Citizens'  Committee 
on  Aging  of  the  Community  Council  of  Greater  New  York.  The  Committee  is  the 
central  advocacy  unit  in  the  field  of  aging  in  New  York  City.  It  incorporates 
participation  from  the  voluntary  and  governmental  sectors  of  service  providers 
in  New  York  City,  as  well  as  representatives  of  senior  citizens  groups  and  unions, 
and  other  civic  leadership  organizations  in  the  City.  The  Community  Council, 
of  which  the  Citizens'  Committee  is  a  part,  is  the  central  informatiou  and 
research  for  action  agency  in  New  York  City. 

I  also  speak  for  my  employer  Selfhelp  Community  Services,  Inc.,  a  multi- 
puri}Ose  geriatric  voluntary  social  agency  which  serves  25,000  older  people  in 
New  York  City. 

I  have  many  years  of  experience  in  not  only  the  voluntary  sector,  but  also 
the  Public  Health  Service  and  the  New  York  City  Department  for  the  Aging. 

I  will  direct  my  testimony,  as  you  have  requested,  to  the  President's  six 
proposed  changes  in  the  Medicare  program.  Over  all,  in  examining  the  changes, 
one  is  led  to  wonder  for  whom  Medicare  is  "Fair  and  Reasonable." 

Most  older  people  live  on  fixed  incomes.  The  major  source  of  income  is  Old 
Age  and  Survivors  Insurance,  or  Social  Security.  According  to  the  January, 
11)70  Social  St'ciiritif  Bulletin,  in  September,  1975,  the  average  benefit  for  a 
retired  worker  was  $205.79  per  month ;  for  a  worker's  wife,  $104.60 ;  for  w^idows 
(or  widowers)  $192.04.  A  large  part  of  this  goes  for  housing — in  the  urban 
areas  for  rents;  in  the  rest  of  the  country,  high  fuel  costs  and  increased  real 
estate  taxes.  Greater  costs  for  health  services,  we  believe,  weaken  the  avowed 
purpose  of  Medicare :  to  protect  the  elderly  from  paying  an  increasingly  larger 
proportion  of  their  income  for  health  care. 

More  specifically,  the  first  of  the  President's  proposals  requiring  hospitalized 
Medicare  beneficiaries  to  pay  co-insurance  amounts  equal  to  10%  of  the  hospital 
charges  on  top  of  the  $104  hospital  deductible,  places  an  undue  burden  on  them. 
The  average  hospital  stay  of  persons  65  and  over  in  1975  (reported  by  the  Social 
Security  Administration  in  January,  1976,^  was  10.7  days.  A  person  paying  10% 
of  the  daily  cost  of  an  average  hospital  stay  would  be  paying  $106.20  in  addition 
to  the  $104  hospital  deductible,  which  equals  a  total  of  $210.20. 

"Short-stay  hospital  bills  accounted  for  85  percent  of  all  bills  approved  and 
95  percent  of  total  reimbursements  under  the  HI  program  during  the  fiscal 
year  1975.  The  average  reimbursement  per  short-stay  hospital  bill  equaled  the 
$1,062  figure  for  all  hospitals  and  covered  more  than  75  percent  of  the  total 
charges  for  short-stay  hospitals." 

People  under  65  who  are  covered  by  basic  Blue  Cross  would  be  paying  nothing 
above  their  premiums  (roughly  $150  yearly)  for  the  same  length  of 
hospitalization. 

We  estimate,  using  the  same  $106.20  per  daily  hospital  cost,  that  an  older 
person  would  have  to  be  hospitalized  approximately  SlYs  days  to  be  covered 
by  the  $500  catastrophic  illness  provision,  the  second  of  the  President's  proposals. 
Estimates  of  those  persons  age  65  and  over  who  are  eligible  for  catastroDhic 
coverage  range  from  1  out  of  300^  to  12  out  of  300.^ 

So,  proportionately,  few  people  would  benefit  from  the  $500  limit  on  patient 
liability.  Although  the  $500  limit  will  be  of  immeasurable  value  to  those  few 
who  desperately  need  it,  the  fact  is  that  under  the  new  plan  everyone  else's 
hospital  expenses  will  be  raised  "catastrophically." 

(At  the  present  time,  the  patient  is  resx)onsible  for  the  $104  hospital  co- 
insurance, and  $26  per  day  co-insurance  for  the  61st  through  the  90th  day  of 
hospitalization.) 

We  believe  the  third  proposal  which  recommends  that  increases  in  the 
deductible  under  Part  B  of  Medicare  (from  $60  to  $77  and  probably  more) 
will  further  diminish  access  to  medical  care.  Studies  undertaken  in  Canada 
and  at  Stamford  University  corroborate  the  above  statement;  that  increases 
in  co-insurance  and  deductibles  inhibit  utilization. 

Many  of  our  clients  are  considering  withdrawing  from  voluntary  participation 
in  Part  B  of  Medicare  because  their  present  "out  of  pocket"  expenses  are  so 


1  Social  Securitv  Bulletin,  .January  1976,  vol.       No.  1  ;  no.  2  and  47. 

2  Health  Security  news,  Committee  for  National  Health  Insurance,  January  1976. 
^Washington  Post,  (after  January  1976  "State  of  the  Union  Message"). 
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great.  If  $77  were  the  only  cost  under  Part  B,  after  the  monthly  premiunis  of 
$6.70  (but  $7.20  as  of  July  1976)  were  paid,  perhaps  we  would  not  be  so 
disturbed.  However,  few  doctors  accept  assignment  and  few  charge  only  what 
has  been  determined  to  be  the  "fair  and  reasonable"  charge  for  service  for  the 
area. 

According  to  the  Consumer  Price  Index  of  1975,  physicians  fees  rose  10% 
during  the  year,  a  rate  of  increases  41%  faster  than  all  other  (medical)  item^s. 

Blue  Cross-Blue  Shield  of  Greater  New  York,  the  Medicare  carrier  in  the  New 
York  area,  acknowledges  that  out-of-pocket  medical  costs  for  the  elderly  today 
exceed  their  costs  before  the  inception  of  Medicare.  And  with  inflation,  they 
are  certainly  getting  less  for  their  money  ! 

Some  figures  published  by  the  Social  Security  Administration  in  1974  illustrate 
this  point.  In  1966,  before  Medicare,  the  average  annual  medical  bill  per  aged 
person  was  $445.  After  Medicare  began  this  declined  in  1967  to  $363.  In  1968  it 
was  $386,  but  after  that  it  began  to  rise  sharply.  However,  the  proportion  of  the 
average  medical  bill  for  Medicare  beneficiaries  paid  for  by  the  Hospital  Insurance 
and  Supplementary  Medical  Insurance  Trust  Funds  (Medicare)  declined  steadily 
from  46%  in  1969  to  40%  in  1973  and  is  still  going  down. 

The  President's  fourth  proposal  that  "no  beneficiary  pay  more  than  $250  in  a 
year  toward  the  deductible  and  the  existing  20  percent  co-insurance  amounts  (as 
applied  to  Medicare — determined  reasonable  charges  for  physician  services)"  is 
misleading.  What  it  does  not  take  into  account  is  that  most  doctors  charge  more 
than  the  allowed  Medicare  determined  reasonable  charges.  Therefore,  the  $250  is 
meaningless  because  it  does  not  cover  actual  expenses.  It  is  diflBcult,  if  not  im- 
possible, for  an  individual  to  find  out  from  Blue  Shield  what  the  area  "fair  and 
reasonable"  charge  is  beforehand.  It  will  surely  show  up  on  the  "Explanation  of 
Benefits"  statement  afterwards.  And  even  if  he  or  she  could  find  out,  do  you 
really  believe  there  is  a  free  and  open  marketplace  for  medical  services? 

We  believe  also  that  this  proposal  would  further  diminish  the  number  of  doc- 
tors still  willing  to  accept  assignment.  The  $250  figure  will  be  interpreted  to  mean 
a  $250  total  patient  liability  for  direct  medical  services ;  in  reality  this  is  not  the 
case. 

Mrs.  Jones  went  to  see  her  doctor.  Her  deductible  of  $60  has  already  been  met. 
Her  bill  is  $20.  The  "fair  and  reasonable"  rate  allowed  for  her  visit  is  $15.  She 
is  responsible  for  $3  (20%)  co-insurance,  and  the  $5  not  covered  by  Part  B.  In 
other  words,  $5  is  not  reimbursed  nor  is  it  counted  toward  the  $250  limit. 

We  applaud  a  limit  on  increases  in  institutional  and  home  health  care  costs  in 
the  fifth  proposal.  However,  it  does  seem  to  us  like  locking  the  barn  door  after 
the  horse  has  been  stolen.  We  decry  the  inflated  base  on  which  this  limitation  is 
placed. 

We  do  not  feel  that  these  proposed  reforms  of  Medicare  really  do  more  than 
place  a  band  aid  on  a  gaping  wound.  The  health  delivery  system  is  becoming  more 
and  more  difficult  for  a  patient  to  manipulate,  and  the  free  choices  which  the 
Medicare  philosophy  embraces  are  harder  and  harder  to  come  by. 

The  experience  of  my  agency  and  others  throughout  New  York  City,  reveals  that 
numbers  of  elderly  are  using  hospital  emergency  rooms  and  clinics  for  primary 
care.  They  can  no  longer  afford  the  luxury  of  their  own  personal,  private  physi- 
cian. Even  the  sixth  of  the  President's  proposals,  to  limit  by  4%  increases  in  doc- 
tors' fees,  will  not  reverse  this  trend. 

It  is  important  that  the  Federal  Government  take  another  look  at  the  avail- 
ability and  costs  of  medical  care  for  our  aging  population— those  persons  who 
after  serving  our  country  well  during  their  productive  years  are  forced  to  retire 
on  limited  incomes,  especially  in  a  period  of  high  inflation. 

Medicare  was  conceived  as  a  cooperative  relationship  between  government,  the 
aged  population  and  the  Medical  profession.  It  seems  now  that  the  burden  has 
faUen  on  the  individual  in  undue  proportion. 

We  would  hone  to  see  real  "fair  and  reasonable"  reform  of  Medicare,  not  higher 
costs  which  will  probably  result  in  less  care. 

Mr.  KosTEXKowsKi.  Are  there  any  questions  of  the  witness  ? 

Thank  you  very  much. 
^  This  will  conclude  today's  hearino-s.  The  committee  will  stand  ad- 
journed until  9  o'clock  tomorrow  morning. 

n^Hiereupon  at  1 :12  p.m.,  the  hearino-^was  adjourned,  to  reconvene 
at  9  a.m.  on  Tuesday,  February  10, 1976.] 
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TUESDAY,  FEBRUARY  10,  1976 

House  of  Represextati^^s, 

Stjbcom3iittee  ox  Health, 
Co:m3iittee  ox  Ways  axd  ^Meaxs, 

Washington^  D.C. 
The  subcommittee  met  at  9  a.m.,  pursuant  to  notice,  in  the  Ways 
and  Means  hearino-  room,  Longworth  House  Office  Building,  Hon. 
Dan  Rostenkowski  (chairman  of  the  subcommittee)  presiding. 
^Ir.  RosTEXKOwsKi.  The  committee  will  come  to  order. 
Good  morning,  gentlemen.  If  you  would  identify  j^ourselves  and 
your  association,  you  may  proceed  with  your  testimony.  The  commit- 
tee is  ready  to  receive  it. 

STATEMENT  OF  JOHN  ALEXANDER  McMAHON,  PRESIDENT,  AMERI- 
CAN HOSPITAL  ASSOCIATION.  ACCOMPANIED  BY  LEO  J.  GEHRIG, 
M.D.,  SENIOR  VICE  PRESIDENT,  AMERICAN  HOSPITAL  ASSOCIA- 
TION 

Mr.  McMahox.  Thank  you,  Mr,  Chairman. 

I  am  Alexander  McMahon,  president  of  the  American  Hospital 
.V.-sociation.  representino-  more  than  7,000  member  institutions,  in- 
cluding most  of  the  hospitals  in  the  country,  extended  and  long-term 
care  institutions,  mental  health  facilities,  and  hospital  schools  of  nurs- 
ing ftnd  including  over  21,000  personal  members. 

AVith  me  today  is  Dr.  Leo  J.  Gehrig,  senior  vice  president  of  the 
association. 

We  appreciate  this  opportunity  to  present  the  views  of  the  associa- 
tion concerning  the  medicare  legislative  proposals  contained  in  Presi- 
dc-nt  Ford's  fiscal  year  1977  budget  proposal. 

Mr.  Chairman.  1  will  quote  rather  extensively  from  the  statement, 
but  I  will  ask  that  the  entire  statement  be  placed  in  the  record. 

Mr.  Ros'n:xKowsKi.  Without  objection,  your  statement  will  be  made 
a  part  of  the  record. 

Mr.  ^Mc^Iatiox.  ^Ir.  Chairman  and  members  of  the  committee,  the 
President's  1977  budget  proposes  several  changes  in  medicare  that 
\\oiiid  have  a  tremendous  impact  upon  the  availability  of  health  serv- 
ices and  upon  the  hospitals  of  this  country. 

Because  most  of  the  services  provided  for  medicare  beneficiaries  are 
rendered  in  hospitals,  it  is  very  important  that  their  ability  to  deliver 
needed  health  services  to  the  elderly  and  other  patients  not  be  seri- 
onslv  impaired.  The  President's  proposals,  if  enacted,  would  threaten 
tlie  continued  viability  of  the  nation's  hospitals  and,  in  fact,  wotdd 
ijiipair  health  care  delivery. 
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You  have  asked  us  to  limit  our  testimony  to  only  those  changes^ 
recommended  by  President  Ford  concerning  medicare.  We  are  further 
limiting  our  testimony  to  the  administration's  proposals  which  would : 

1.  Provide  that  payment  for  increases  in  per  diem  costs  in  hospitals 
and  other  health  care  institutions  be  limited  to  no  more  than  T 
percent  per  year,  and  increases  in  physicians'  fees  be  limited  to  no 
more  than  4  percent  for  services  rendered  under  the  medicare  program. 

2.  Require  hospitalized  medicare  beneficiaries  to  pay  coinsurance 
amounts  equal  to  10  percent  of  the  hospital's  charges  in  addition  to 
the  existing  1-day  deductible. 

3.  Provide  that  no  beneficiar}-  would  have  to  pay  more  than  $500  in 
a  year  in  such  coinsurance  amounts,  including  deductibles.  When  we 
get  to  that  portion  of  our  testimony,  we  will  address  those  two  to- 
gether because  in  our  minds  they  are  linked. 

The  proposal  to  place  a  7-percent  limit  on  increases  in  per  diem 
reimbursement  would  have  an  intolerable  impact  on  hospitals.  It 
would  limit  increases  in  a  hospital's  medicare  reimbursement  in  fiscal 
year  1977  to  7  percent  over  the  amount  paid  on  a  per  diem  basis  in 
fiscal  year  1976. 

This  proposal  would  not  directly  impact  upon  the  factors  that  pro- 
duce rises  in  hospital  costs  and,  in  fact,  would  not  have  an  effect  upon 
hospital  costs  specifically,  but  would  onl}^  reduce  what  the  Government 
would  pay  when  purchasing  medicare  services. 

The  problems  that  hospitals  would  face  under  this  proposal  would 
be  worse  than  those  experienced  under  the  much  discredited  economic 
stabilization  program. 

Hospitals  incur  costs  for  producing  services,  as  everj^one  knows. 
Regardless  of  who  pays  and  how  much  is  paid,  the  costs  of  producing^ 
services  still  exist.  If  medicare  limits  its  reimbursement  to  an  increase 
of  no  more  than  7  percent  over  fiscal  year  1976,  it  will  threaten  the 
financial  viability  of  many  institutions  in  which  essential  costs  will 
rise  more  than  this  amount. 

In  order  to  provide  needed  services  to  patients,  hospitals  purchase 
labor,  fuel,  utilities,  malpractice  insurance — and  you  have  seen  in  the 
press  recently  the  increases  in  the  malpractice  insurance — medical 
supplies,  and  food,  among  other  items. 

As  consumers  of  these  products,  hospitals  are  victims,  not  creators, 
of  inflationary  trends.  The  prices  of  such  necessities  are  beyond  the 
hospital's  control.  A  hospital  can  only  pass  such  cost  increases  on  to 
its  patients  if  it  is  to  remain  financially  viable. 

Mr.  Chairman,  on  page  3  we  have  set  out  a  table  and  described  what 
that  table  means  in  comparing  increases  in  per  diem  hospital  costs  of 
1969  and  1975. 

The  burden  of  these  figures  say  this :  That  the  increase  in  1969,  in- 
crease in  hospital  costs,  was  two-thirds  due  to  increases  in  services 
rendered  and  the  amount  of  services  and  for  new  services.  Only  one- 
third  was  due  to  inflation. 

In  1975,  however,  the  tables  have  been  turned.  Three-fourths  of 
the  increase  in  hospital  costs  grew  directly  out  of  inflation  and  only 
25  percent  as  a  result  of  the  provision  of  new  services. 

You  may  want  to  get  into  that  in  the  question  period  because  I 
am  sure  you  are  interested  in  why  hospital  costs  do  increase  and  why 
there  is  no  way  to  expect  that  increases  in  hospital  costs  will  be  equal 
to  mcreases  in  the  cost  of  living  when  hospitals  have  to  purchase  in 
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so  many  cases  things  like  energy  and  malpractice  which  are  going 
up  more  sharply  than  the  cost  of  living  itself. 
Xow,  I  am  at  the  top  of  page  4,  Mr.  Chairman. 

Som.e  of  the  changes  in  hospital  services  that  increase  costs  are 
caused  by  the  very  Government  that  now  seeks  to  limit  its  payments. 
Since  medicare  was  enacted  over  a  decade  ago.  hospitals  have  been 
subjected  to  many  conditions  they  must  meet  to  j)articipate  in  the 
medicare  program,  including,  for  example,  the  compiling  of  data  and 
records  for  the  numerous  reports  and  audits  that  are  required. 

In  addition,  factors  such  as  rigid  life  safety  code  requirements  and 
elaborate  quality  review  mechanisms  have  been  promulgated. 

Certainly,  these  requirements  under  medicare  and  under  other  gov- 
ernmental requirements,  particularly  those  affecting  wages  and  bene- 
fits, result  in  increased  costs  for  which  the  medicare  program  should 
reimburse  health  care  institutions. 

President  Ford  has  asked  that  all  wage  settlements  in  the  Nation 
be  confined  within  a  9-percent  limit  during  the  coming  year.  Yet, 
hospitals,  under  his  proposals,  are  being  asked  to  limit  their  cost  in- 
creases to  only  7  percent  and  could  not  within  this  limit  afford  wage 
raises  of  0  percent  which  may  well  come  to  be  a  standard  for  most 
industries. 

During  this  period  of  rising  prices,  it  is  not  equitable  to  single  out 
one  industry  for  especially  stringent  restrictions.  The  impact  on  the 
employees  of  that  industry  would  be  an  erosion  of  their  ability  to 
meet  living  costs. 

The  administration  estimates  that  hospital  cost  increases  during 
fiscal  year  1077  will  be  14  percent  under  present  law,  yet  its  proposal 
U'ould  limit  medicare  reimbursement  increases  to  only  7  percent. 

A  possible  reason  for  this  limit  is  found  in  special  analysis  K  of  the 
President's  budget  proposal.  It  states  that  the  health  insurance  trust 
fund,  which  was  established  to  reimburse  providers  for  the  services 
rendered  to  medicare  beneficiaries,  is  currently  underfinanced. 

Hospitals  should  not  and  cannot  be  expected  to  continue  to  care  for 
aged  patients  while  the  financial  resources  needed  to  do  so  are  sharply 
reduced  in  order  to  restore  the  trust  fund  to  better  balance.  If  a 
l)etter  balance  is  necessary,  this  could  be  accomplished  through  other 
fiscal  approaches. 

'\"\lien  the  medicare  program  was  established  in  1965,  Congress  pro- 
vided for  reimbursing  hospitals  on  a  "reasonable  cost"  basis  for  serv- 
ices rendered  to  medicare  beneficiaries.  Congress  did  not  intend  that 
medicare  patients  be  subsidized  by  nonmedicare  patients  nor  vice 
versa. 

Section  1861  (v)  of  the  Social  Security  Act  states  that  the  "costs  of 
efficiently  delivering  covered  services  to  individuals  covered  by  the 
insurance  program,''  that  is,  medicare,  "will  not  be  borne  by  indi- 
viduals not  so  coA'ered,  and  the  costs  with  respect  to  individuals  not 
so  covered  will  not  be  borne  by  such  insurance  programs." 

The  administration's  current  budget  proposal  repudiates  that  con- 
cept. Because  of  the  7-percent  limitation,  hospitals  may  and  prob- 
ably will,  incur  costs  greater  than  those  reimbursed. 

If  this  occurs,  the  costs  would  have  to  be  shifted  to  other  payers 
because  hospitals  have  no  large  untapped  reserves  to  which  they  can 
turn. 
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Therefore,  nonmedicare  patients  would,  in  effect,  be  required  by 
the  Federal  proposal  to  contribute  to  the  care  of  medicare  patients. 
On  the  other  hand,  it  is  unrealistic  to  believe  that  such  a  major  transfer 
of  financial  responsibility  to  other  paying  patients  is  even  feasible. 

The  budget  proposal  estimates  that  $730  million  would  be  saved  by 
the  imposition  of  the  limit  during  1977  and  that  $1.9  billion  would  be 
saved  during  1978. 

But  the  proposal  would  not  reduce  the  cost  of  hospital  care  in  these 
amounts  or  even  necessarily  reduce  health  care  expenditures. 

The  so-called  saving  would  have  to  be  accomplished  either  by  a  shift 
of  medicare  costs  to  nonmedicare  patients,  or  by  denying  both  medi- 
care and  nonmedicare  j)atients  the  level  of  services  now  being 
provided. 

We  can  only  conclude  that  the  7-percent  limit  would  result  in  a 
drastic  cutback  of  hospital  services  not  only  for  medicare  patients  but 
for  all  patients.  Clearly,  such  a  cutback  would  be  a  reversal  of  national 
policies  to  increase  access  to  health  care  for  the  elderly  and  the  needy. 

The  Federal  Government  through  support  grants  for  research,  edu- 
cation, manpower,  and  other  programs  has  produced  a  great  capacity 
for  improvement  in  health  care. 

Tliis  new  proposal  would  impede  the  ability  of  hospitals  to  provide 
needed  services  made  possible  through  advances  in  technology  and 
research. 

The  average  lengths  of  stay  for  patients  aged  65  and  over  has  de- 
clined from  a  little  over  13  days  in  1968  to  a  little  over  11  days  in  1975. 
Improvements  in  health  care  technology,  quality,  and  intensity  of  care 
must  be  credited  with  this  reduction. 

However,  the  7-percent  limitation  would  penalize  hospitals  for  con- 
tinuing this  Induction  in  length  of  stay,  for  developing  alternatives  to 
inpatient  care,  and  for  improving  inpatient  services. 

Another  point  to  bear  in  mind  is  that  hospitals  cannot  summarily 
reverse  their  plans  for  improved  services.  Projects  currently  being 
developed,  and  equipment  ordered  mider  binding  contracts  must  be 
paid  for  regardless  of  the  medicare  program's  reimbursement  restric- 
tioFiS,  But  ongoing  programs  to  improve  services  are  not  recognized  by 
the  administration's  proposal. 

The  budget  proposal  is  a  severe  reimbursement  control  measure 
which  would  be  applied  to  an  industry  already  operating  under  a  broad 
variety  of  Federal,  State,  local,  and  voluntary  controls. 

Hospitals  are  being  subject  to  such  cost  controls  as,  (1)  certificate 
of  need  programs,  (2)  limitations  on  the  reimbursability  of  in-patient 
routine  costs,  (3)  limitation  on  reimbursement  to  the  lesser  of  cost  or 
charges,  (4)  controls  on  admissions,  lengths  of  stay  and  use  of  serv- 
ices, and,  (5)  a  myriad  of  tests  of  reasonability  of  individual  costs. 

At  this  time,  Mr.  Chairman  and  members  of  the  committee,  we  have 
not  seen  legislative  language  for  a  bill  that,  if  enacted,  would  make 
the  new  proposal  effective. 

This  makes  our  task  of  offering  pertinent  testimony  more  difficult. 
We  understand  that  the  7-percent  limitation  would  be  uniformly  and 
rigidly  imposed,  despite  the  problems  we  have  already  identified,  and 
the  institutional  variations  which  exist  across  the  country. 

These  objections  to  the  7-percent  ceiling  on  per  diem  reimburse- 
ment increases  should  not  be  construed  to  mean  that  raising  the  7  per- 
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cent  to  some  other  specific  figure  would  solve  the  problem.  No  one 
can  predict  with  certainty  the  economic  changes  that  we  will  incur  over 
tiie  next  year  nor  the  impact  of  such  changes  on  hospitals. 

If  a  limit  is  imposed,  it  must  be  based  on  the  costs  hospitals  must 
pay  for  the  services  they  provide.  The  administration's  arbitrary  and 
unrealistic  approach  to  hospital  costs  we  note  also  extends  to  its  pro- 
posal that  increases  in  physicians'  pa^^ments  be  limited  to  no  more  than 
4-percent  annually. 

Many  of  the  problems  described  already  apply  to  physicians  as  well 
as  hospitals,  and  one  only  needs  to  consider  the  increase  in  malpractice 
insurance  premiums  as  well  as  other  costs  to  understand  the  scope  of 
the  issue. 

Mr.  Chairman,  I  am  sure  we  will  hear  more  in  detail  about  the  prob- 
lems presented  by  the  4  percent  from  members  of  the  American  Medi- 
cal Association. 

Secretary  of  HEW  Mathews  stated  on  January  21,  1976,  in  a  paper 
which  was  issued  in  connection  wii:h  the  fiscal  year  1977  budget  and 
legislative  program,  that  "we  can  all  agree  that  our  resources  are  not 
unlimited,  that  we  are  forced  to  make  choices  among  com.peting  de- 
mands, that  Federal  programs  can  exceed  our  abilit}^  to  manage  them 
in  detail,  and  that  the  confidence  of  people  must  be  restored  in  their 
Government.  "We  cannot  promise  more  than  we  have  the  resources 
and  managerial  wherewithal  to  deliver,"  he  ended  his  statement  by 
stating. 

However,  an  arbitrarily  imposed  7-percent  limit  on  medicare  reim- 
bursement would,  in  essence,  be  a  declaration  to  the  Xation's  hospitals 
that  they  must  cease  doing  what  they  have  been  called  on  to  do  in 
order  to  bear  much  of  the  burden  of  keeping  the  Federal  budget  below 
$395  billion. 

If  the  administration  is  committed  to  helping  provide  health  serv- 
ices to  the  aged,  it  must  assume  the  financial  responsibilities  that  en- 
compass that  committment. 

The  Government  should  not  offer  and  promote  services  for  which 
it  then  refuses  to  make  reasonable  payment  and  for  which  it  does  not 
wish  to  commit  the  necessary  resources. 

If  the  administration  believes  that  some  health  services  now  pro- 
vided no  longer  can  be  afforded,  it  should  identify  those  services  and 
offer  proposals  to  eliminate  them.  The  Federal  Government's  budget 
limitations  should  not  force  the  hospitals  to  decide  which  services  they 
can  afford  to  provide  to  which  patients. 

In  the  remaining  portion  of  my  testimony.  Mr.  Chairman  and  mem- 
bers of  the  committee,  I  would  like  to  address  the  coinsurance  and 
the  $500  ceiling  on  coinsurance  payments  by  medicare  beneficiaries. 

Under  the  administration's  proposal  for  a  10-percent  coinsurance^ 
a  medicare  beneficiary  would  pay  10  percent  of  the  hospital's  charges 
as  well  as  the  present  1-day  deductible  up  to  a  maximum  of  $500  per 
year. 

The  deductible  is  an  annually  determined  figure  which  represents 
the  average  cost  of  1  day  of  hospitalized  care.  It  is  now  $104  and 
is  all  the  patient  pays  for  covered  medicare  services  for  the  first  60 
days  of  hospitalization.  For  each  day  of  his  stay  between  61  and  90 
days  the  patient  pays  25  percent  of  the  one-clay  deductible;  between  91 
and  150  days,  he  pays  for  each  day  50  percent  of  the  1-day  deductible. 
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Once  benefit  coverage  is  exliausted,  the  patient  is  liable  for  the  entire 
additional  cost  of  his  contimied  hospitalization. 

A  new  proposal  presented  by  the  administration  purports  to  protect 
aged  patients  against  catastrophic  health  costs.  Presently,  a  medicare 
patient  will,  if  hospitalized  150  days,  incur  a  financial  liability  of 
$4,004  for  his  copayments. 

However,  it  is  to  be  noted  that  only  seven-tenths  of  1  percent  of 
medicare  hospital  patients  stay  more  than  60  days  and  pay  more  than 
the  initial  $104  deductible,  and  less  than  one-half  of  1  percent  stay 
as  long  as  75  clays  and  pay  as  much  as  $500. 

Uncler  the  administration's  proposal  for  a  10-percent  copayment,  the 
patient  would  incur  increased  liability  for  all  days  of  hospitalization 
after  the  first  and  would  reach  the  $500  in  an  average  of  39  days  of 
hospitalization. 

In  other  words,  the  present  copayment  structure  offers  99  percent 
of  the  medicare  patients  greater  protection  than  would  the  copayment 
changes  proposed  in  the  budget. 

Tlie  proposed  plan  is,  then,  that  one-half  of  1  percent  of  medicare 
beneficiaries  should  pay  less  in  copa^^ment  than  they  do  now,  and  that 
the  other  99,5  percent  should  pay  more. 

In  total  dollars — and  this  is  important — the  change  in  copayment 
would  mean  that  the  Government  would  save  $1.4  billion  in  expendi- 
tures in  fiscal  1977  and  $1.6  billion  in  fiscal  1978. 

"We  support  the  objective  of  limiting  the  total  of  copayments  the 
aged  must  pay.  But  under  this  plan  the  additional  $1.4  billion  in  1977 
and  the  larger  amount  in  1978  would  come  from  the  pockets  of  hos- 
pitalized elderly  who  can  ill  afford  additional  expense. 

If  a  limitation  on  existing  copayments  is  the  desired  goal,  we  are 
sure  that  a  better  system  of  financing  this  change  can  be  found  and 
we  believe  that  general  revenues  offer  the  most  equitable  source, 
though,  of  course,  there  are  other  possibilities. 

In  the  next  part  of  my  testimony,  Mr.  Chairman,  I  have  noted  how 
the  medicare  proposals  and  the  medicaid  proposals  play  together. 

Of  course,  the  medicaid  program  is  under  the  jurisdiction  of  an- 
other committee  but  one  of  the  ways  that  medicare  beneficiaries  might 
meet  the  cost  of  additional  copa^^ments  is  through  medicaid  programs. 
As  you  know,  however,  under  the  President's  proposals  further  cuts 
are  being  suggested  or  a  reduction  in  Federal  support  is  being  sug- 
gested for  that  program. 

We  believe  these  medicare,  as  well  as  the  medicaid  proposals,  are  not 
the  alternatives  with  which  the  administration  should  be  confronting 
the  country. 

We  should  not  be  compounding  the  difficulties  of  aged  and  poor 
patients  nor  of  hard-pressed  States  and  localities  in  financing  health 
care  for  the  poor. 

Instead,  we  should  be  hard  at  work  developing  minimum  standards 
of  eligibility  for  medicaid  in  all  States  throughout  the  country,  and 
of  providing  equitable  benefits  to  all  indigent  patients  through  an 
adequately  financed  program.  In  our  country's  priorities,  Mr.  Chair- 
man and  members  of  the  committee,  these  are  the  goals  that  must  be 
placed  very  high. 

In  summary,  then,  the  hospitals  of  this  country  have  been  deeply 
■concerned  and  involved  with  providing  health  services  to  the  bene- 
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ficiaries  of  medicare.  I  have  outlined  the  severe  obstacles  of  providing^ 
these  needed  services  under  the  administration's  proposals  and  would 
strongly  recommend  that  the  proposals  be  rejected  by  the  committee. 

I  would  close  by  repeating  our  view  that  it  is  not  appropriate  to 
ask  that  the  aged  assume  an  increased  financial  burden  for  their  care^ 
particularly  when  it  so  sharply  reneges  on  the  original  promise  of 
the  medicare  program  to  increase  the  abilit}-  of  the  elderly  to  obtain 
needed  health  series. 

Xow,  Mr.  Chairman.  Dr.  Gehrig  and  I  woidd  be  prepared  to 
answer  such  cjuestions  as  you  members  of  the  committee  may  have- 

[The  pre]Dared  statement  follows :] 

STATEME^-T   OF   JOH>'    ATF\A^'D£B  McMaHOX,   AmEEICAX   HOSPITAL  ASSOCIATION 

Mr.  Chairman.  I  am  Joliii  Alexander  McMahon,  President  of  tlie  American 
Hospital  Association,  representing  more  than  7,000  member  institutions,  includ- 
ing most  of  the  hospitals  in  the  country,  extended  and  long-term  care  institutions, 
mental  health  facilities,  and  hospital  schools  of  nursing  and  including  over- 
21,000  personal  members.  With  me  today  is  Dr.  Leo  J.  Gehrig,  Senior  Vice 
President  of  rhe  Association.  We  appreciate  this  opportunity  to  present  the- 
views  of  the  Association  concerning  the  Medicare  legislative  proposals  contained 
in  President  Ford's  fiscal  year  1977  budget  proposal. 

The  President's  1977  budget  proposes  several  changes  in  Medicare  that  would 
have  a  tremendous  impact  upon  the  availability  of  health  services  and  upon 
the  hospitals  of  this  country.  Because  most  of  the  services  provided  for  Medi- 
care beneficiaries  are  rendered  in  hospitals,  it  is  very  important  that  the 
ability  to  deliver  needed  health  services  to  the  elderly  and  other  patients  not 
be  seriously  impaired.  The  President's  proposal,  if  enacted,  would  threaten  the 
continued  viability  of  the  nation's  hospitals  and,  in  fact,  would  impair  health 
care  delivery. 

You  have  asked  us  to  limit  our  testimony  only  to  those  changes  recommended 
by  President  Ford  concerning  Medicare.  We  are  further  limiting  our  testimony^ 
to  the  Administration's  proposals  which  would  : 

1.  Provide  that  payment  for  increases  in  per  diem  costs  in  hospitals  and  other 
health  care  institutions  be  limited  to  no  more  than  7  percent,  and  increases  in 
physicians'  fees  be  limited  to  no  more  than  4  percent  for  services  rendered  under 
the  Medicare  program : 

2.  Require  hospitalized  Medicare  beneficiaries  to  pay  coinsurance  amounts 
equal  to  10  percent  of  the  hospital's  charges  in  addition  to  the  existing  one- 
day  deductible ;  and 

.3.  Provide  that  no  beneficiary  would  have  to  pay  more  than  $500  in  a  year  in 
such  coinsurance  amounts  (including  the  present  inpatient  hospital  deductible 
of  $10i). 

SEVEX   PERCENT  LIMIT   ON  INCREASES   IN   PER  DIEM  REIMBURSEMENT 

The  proposal  to  place  a  7  percent  limit  on  increases  in  per  diem  reimburse- 
ment would  have  an  intolerable  impact  on  hospitals.  It  would  limit  increases 
in  a  hospital's  Medicare  reimbursement  in  Fiscal  Year  1977  to  7  percent  over- 
the  amount  paid  on  a  per  diem  basis  in  Fiscal  Year  1976.  This  proposal  would 
not  directly  impact  upon  the  factors  that  produce  rises  in  hospital  costs  and, 
in  fact,  would  not  have  an  effect  upon  hospital  costs  specifically,  but  would 
only  reduce  what  the  government  would  pay  when  purchasing  Medicare  serv- 
ices. The  problems  that  hospitals  would  face  under  this  proposal  would  be  worse- 
than  those  exj^erienced  under  the  much  discredited  Economic  Stabilization 
Program. 

Hospitals  incur  costs  for  producing  services.  Regardless  of  who  pays  and  how 
much  is  paid,  the  costs  of  producing  services  still  exist.  If  Medicare  limits  its- 
reimbursement  to  an  increase  of  no  more  than  7  percent  over  Fiscal  Year  1976. 
it  will  threaten  the  financial  viability  of  many  institutions  in  which  essential 
costs  will  rise  more  than  this  amount.  In  order  to  provide  needed  services  tO' 
patients,  hospitals  purchase  labor,  fuel,  utlities.  malpractice  insurance,  medical 
supplies,  and  food,  among  other  items.  As  consumers  of  these  products,  hospitals- 
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are  victims,  not  creators,  of  inflationary  trends.  The  prices  of  such  necessities 
are  beyond  the  hospital's  control.  A  hospital  can  only  pass  such  cost  increases 
on  to  its  patients  if  it  is  to  remain  financially  viable. 

The  American  Hospital  Association  has  analyzed,  and  we  have  set  forth  in  the 
table  below,  the  components  of  hospital  cost  increases  per  day  for  1969  and 
compared  them  with  identical  components  of  cost  increases  for  1975.  In  1969, 
two-thirds  of  the  increase  in  hospital  costs  per  patient  day  were  due  to  the 
combination  of  the  increase  in  the  quantity  of  goods  and  services  purchased 
and  the  increase  in  personnel  required  to  render  added  services.  These  two  com- 
ponents accounted  for  51  percent  and  14  percent,  respectively,  of  the  cost  in- 
crease. The  remaining  one-third  of  the  increase  in  hospital  costs  in  1969  was 
related  to  price  and  average  wage  components.  The  increase  in  the  price  of  goods 
and  services  purchased  contributed  12  percent  of  the  general  increase,  and  the 
increase  in  the  average  wage  contributed  23  percent  of  the  cost.  In  other  words, 
only  six  years  ago  expansion  in  quantity  of  services  and  personnel  were  the 
major  factors  in  the  increase  in  hospital  costs. 

PER  DiEM  HOSPITAL  COST  INCREASE  BY  FACTOR 


1969  1975 

Total..   100.0  100.0 

Added  quantity  of  care                                                                                         65.6  26.7 

t                 ,    Quantity  of  goods  and  services...                                                                         51.3  11.0 

Number  of  personnel                                                                                       14.3  15.7 

Higher  prices  and  wages                                                                                       34.4  73.3 

Prices  of  goods  and  services                                                                              11.7  44.8 

Average  hospital  wages..                                                                                22.7  28.5 


In  1975,  by  contrast,  three-fourths  of  the  increase  in  per  diem  hospital  costs 
resulted  from  increases  in  the  prices  of  goods  and  services  and  the  increase  in 
hospital  average  wages.  Some  45  percent  of  the  total  increase  was  due  to  the 
rise  in  the  price  of  goods  and  services  purchased,  and  28  percent  was  due  to  the 
increase  in  average  wages.  The  remaining  one-fourth  of  the  increase  in  hospital 
per  diem  costs  was  accounted  for  by  an  increase  in  the  quantity  of  care.  In- 
creases in  the  quantity  of  goods  and  services  contributed  11  percent  of  the  over- 
all increase,  and  increases  in  personnel  contributed  16  percent. 

Some  of  the  changes  in  hospital  services  that  increase  costs  are  caused  by 
the  very  government  that  now  seeks  to  limit  is  payments.  Since  Medicare  was 
enacted  over  a  decade  ago,  hospitals  have  been  subjected  to  many  condicions 
they  must  meet  to  participate  in  the  Medicare  program,  including,  for  example, 
the  compiling  of  data  and  records  for  the  numerous  reports  and  audits  that  are 
required.  In  addition,  factors  such  as  rigid  Life  Safety  Code  requirements  and 
elaborate  quality  review  mechanisms  have  been  promulgated.  Certainly,  these 
requirements  under  Medicare  and  other  governmental  requirements,  particularly 
tho«e  affecting  wages  and  benefits,  result  in  increased  costs  for  which  the  Medi- 
care program  should  reimburse  health  care  institutions. 

President  Ford  has  asked  that  all  wage  settlements  in  the  nation  be  confined 
within  a  9  percent  limit  during  the  coming  year.  Yet,  hospitals  are  being  asked 
to  limit  their  cost  increases  to  only  7  percent  and  could  not  within  this  limit 
afford  wage  raises  of  9  percent  which  may  well  become  a  standard  for  most 
industries.  During  this  period  of  rising  prices,  it  is  not  equitable  to  single  out 
one  industry  for  especially  stringent  restrictions.  The  impact  on  the  employees 
of  that  industry  would  be  an  erosion  of  their  ability  to  meet  living  costs. 

The  Administration  estimates  that  hospital  cost  increases  during  Fiscal  Year 
1977  will  be  14  percent  under  present  law,  yet  its  proposal  would  limit  Medicare 
reimbursement  increases  to  only  7  percent.  A  possible  reason  for  this  limit  is 
found  in  Special  Analysis  K  of  the  President's  budget  proposal.  It  states  that 
the  Health  Insurance  Trust  Fund,  which  was  established  to  reimburse  providers 
for  the  services  rendered  to  Medicare  beneficiaries,  is  currently  underfinanced. 
Hospitals  should  not  and  cannot  be  expected  to  continue  to  care  for  aged  patients 
while  their  financial  resources  needed  to  do  so  are  sharply  reduced  in  order  to 
restore  the  Trust  Fund  to  better  balance.  This  can  be  accomplished  through 
other  fiscal  approaches. 
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When  the  Medicare  program  was  established  in  1965,  Congress  provided  for 
reimbursing  hospitals  on  a  "reasonable  cost"  basis  for  services  rendered  to 
Medicare  beneficiaries.  Congress  did  not  intend  that  Medicare  patients  be  sub- 
sidized by  non-Medicare  patients  and  vice  versa.  Section  1861  (v)  of  the  Social 
r<ecurity  Act  states  that  the  "costs  of  efficiently  delivering  covered  services  to 
individuals  covered  by  the  insurance  program  [Medicare]  .  .  .  will  not  be  borne 
by  individuals  not  so  covered,  and  the  costs  with  respect  to  individuals  not  so 
covered  will  not  be  borne  by  such  insurance  programs.  .  .  ." 

The  Administration's  current  budget  proposal  repudiates  that  concept.  Because 
of  the  7  percent  limitation,  hospitals  may  well  incur  costs  greater  than  those 
reimbursed.  If  this  occurred,  the  costs  would  have  to  be  shifted  to  other  payers 
because  hospitals  have  no  large  untapped  reserves  to  which  they  can  turn.  There- 
fore, non-Medicare  patients  would,  in  effect,  be  required  by  the  federal  proposal 
to  contribute  to  the  care  of  Medicare  patients.  On  the  other  hand,  it  is  unrealistic 
to  believe  that  such  a  major  transfer  of  financial  responsibility  to  other  paying 
patients  is  even  feasible. 

The  budget  proposal  estimates  that  $730  million  would  be  saved  by  the  im- 
position of  the  limit  during  1977  and  that  $1.9  billion  would  be  saved  during 
1978.  But  the  proposal  would  not  reduce  the  cost  of  hospital  care  in  these 
amounts  or  even  necessarily  reduce  health  care  expenditures.  The  so-called 
saving  would  have  to  be  accomplished  either  by  a  shift  of  Medicare  costs  to 
non-Medicare  patients,  or  by  denying  both  Medicare  and  non-Medicare  patients 
tlie  level  of  services  now  being  provided.  We  can  only  conclude  that  the  7  percent 
limit  would  result  in  a  drastic  cutback  of  hospital  services  not  only  for  Medicare 
patients  but  all  patients.  Clearly,  such  a  cutback  would  be  a  reversal  of  national 
]irilicies  to  increase  access  to  health  care  for  the  elderly  and  the  needy.  The 
Federal  Government  through  support  grants  for  research,  education,  manpower 
and  other  programs  has  produced  a  great  capacity  for  improvement  in  health 
care.  This  new  proposal  would  impede  the  ability  of  hospitals  to  provide  needed 
services  made  possible  through  advances  in  technology  and  research. 

The  average  lengths  of  stay  for  patients  aged  65  and  over  has  declined  from 
18.3  days  in  1968  to  11.3  days  in  1975.  Improvements  in  health  care  technology, 
quality  and  intensity  of  care  must  be  credited  with  this  reduction.  However, 
the  7  percent  limitation  would  penalize  hospitals  for  continuing  this  reduction 
in  length  of  stay,  for  developing  alternatives  to  inpatient  care,  and  for  improving 
injtatient  services. 

Another  point  to  l-ear  in  mind  is  that  hospitals  cannot  summarily  reverse  their 
T)lnns  for  improved  services.  Projects  currently  being  developed,  and  equipment 
mdered  under  binding  contracts  must  be  paid  for  regardless  of  the  Medicare 
program's  reimbursement  restrictions.  But  ongoing  programs  to  improve  services 
are  not  recognized  by  the  Administration's  proposal. 

The  budget  proposal  is  a  severe  reimbursement  control  measure  which  would 
l>e  applied  to  an  industry  already  operating  under  a  broad  variety  of  federal, 
state,  local  and  voluntary  controls.  Hospitals  are  being  subject  to  such  cost  con- 
trols as  (1)  certificate  of  need  programs,  (2)  limitations  on  the  reimbursability 
of  inpatient  routine  costs,  (3)  limitation  on  reimbursement  to  the  lesser  of  cost 
or  charges.  ('4)  controls  on  admissions,  lengths  of  stay  and  use  of  services  and 
•  o)  a  myriad  of  tests  of  reasonability  of  individual  costs. 

At  this  time,  we  have  not  seen  le'^islative  language  for  a  bill  that,  if  enacted, 
wf  nld  make  the  new  proposal  effective.  This  makes  our  task  of  offering  pertinent 
testimony  more  difficult.  However,  we  understand  that  the  7  percent  limitation 
would  be  uniformly  and  rigidly  imposed,  despite  the  problems  we  have  already 
idf'Ptified,  and  the  institutional  variations  which  exist  across  the  countrv. 

These  objections  to  the  7  percent  cap  on  per  diem  reimbursempnt  increase 
should  not  be  construed  to  mean  that  raising  the  7  percent  to  some  other  specific 
ficrure  would  solve  the  problem.  No  one  can  predict  Avith  certainty  the  economic 
changes  that  will  occur  over  the  next  year  nor  the  impact  of  such  changes  on 
hospitals.  If  a  limit  is  imposed,  it  must  be  based  on  the  costs  hospitals  must  pay 
for  the  services  thev  provide.  The  Administration's  arbitrary  and  unrealistic 
approach  to  hospital  costs  also  extends  to  its  proposal  that  increases  in  physi- 
cians' payments  bp  limited  to  no  more  than  4  percent  annuallv.  Many  of  the 
problems  described  above  apply  to  physicians  as  well  as  hospitals,  and  one  only 
ppeds  to  consider  the  increase  in  malpractice  insurance  premiums  as  well  as 
other  costs  to  understand  the  scope  of  the  issue. 

Secretary  of  HEW  Mathews  stated  on  January  21,  1976.  in  a  paper  which  was 
issued  in  connection  with  the  fiscal  year  1977  Budget  and  Legislative  Program, 
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that  "we  can  all  agree  that  our  resources  are  not  unlimited,  that  we  are  forced 
to  make  choices  among  competing  demands,  that  federal  programs  can  exceed" 
our  ability  to  manage  them  in  detail,  and  that  the  confidence  of  people  must  be- 
restored  in  their  government.  We  cannot  promise  more  than  we  have  the  resources 
and  managerial  wherewithal  to  deliver." 

However,  an  arbitrarily  imposed  7  percent  limit  on  Medicare  reimbursement 
would,  in  essence,  be  a  declaration  to  the  nation's  hospitals  that  they  must  cease 
doing  what  they  have  been  called  on  to  do — providing  needed  services — in  order 
to  bear  much  of  the  burden  of  keeping  the  federal  budget  below  $395  billion. 

If  the  Administration  is  committed  to  helping  provide  health  services  to  the 
aged,  it  must  assume  the  financial  responsibilities  that  encompass  such  a  com- 
mitment. The  government  should  not  offer  and  promote  services  for  which  it  then 
refuses  to  make  reasonable  payment  and  for  which  it  does  not  wish  to  commit 
resources.  If  the  Administration  believes  that  some  health  services  now  provided 
no  longer  can  be  afforded,  it  should  identify  those  services  and  offer  proposals  to 
eliminate  them.  The  federal  government's  budget  limitations  should  not  force- 
hospitals  to  decide  which  services  they  can  afford  to  provide  to  which  patients. 

TEN  PERCENT  COINSURANCE  AND  $500  CATASTROPHIC  COVERAGE 

Under  the  Administration's  proposal  for  a  10  percent  coinsurance,  a  Medicare 
beneficiary  would  pay  10  percent  of  the  hospital's  charges  as  well  as  the  pre*^ent 
one-day  deductible  up  to  a  maximum  of  $500  per  year.  The  deductible  is  an 
annually  determined  figure  representing  the  cost  of  one  day  of  hospitalized  care. 
For  1976  this  amount  is  $104  and  is  all  the  patient  pays  for  covered  Medicare 
services  for  the  first  60  days  of  hospitalization.  For  each  day  of  his  stay  between 
61  and  90  days,  the  patient  pays  25  percent  of  the  one-day  deductible ;  between 
91  and  150  days,  he  pays  50  percent  of  the  one-day  deductible.  Once  benefit 
coverage  is  exhausted,  the  patient  is  liable  for  the  entire  additional  cost  of  his 
continued  hospitalization. 

A  new  proposal  presented  by  the  Administration  purports  to  protect  aged 
patients  against  catastrophic  health  care  costs.  Presently,  a  Medicare  patient 
will,  if  hospitlized  150  days,  incur  a  financial  liability  of  $4,004  for  his  copay- 
ments.  However,  only  seven-tenths  of  1  percent  of  Medicare  hospital  patients 
stay  more  than  60  days  and  pay  more  than  the  initial  deductible,  and  less  than 
one-half  of  1  percent  stay  as  long  as  75  days  and  pay  as  much  as  $500.  Under  the 
Administration's  proposal  for  a  10  percent  copayment,  the  patient  would  incur 
increased  liability  for  all  days  of  hospitalization  and  would  reach  the  $500 
limitation  of  liability  in  an  average  of  39  days  of  hospitalization.  Every  Medicare 
hospital  patient  with  a  stay  of  less  than  75  days  would  pay  more  than  at  present. 
In  other  words,  the  present  copayment  structure  offers  99.5  percent  of  the  Medi- 
care patients  greater  protection  than  would  the  copayment  changes  proposed  in 
the  budget. 

The  proposed  plan  is,  then,  that  one-half  of  1  percent  of  Medicare  beneficiaries 
should  pay  less  in  copayment  than  they  do  now,  and  that  the  other  99.5  percent 
should  pay  more.  In  total  dollars  the  change  in  copayment  would  mean  that  the 
government  would  save  $1.4  billion  in  expenditures  in  fiscal  1977  and  $1.6  billion 
in  fiscal  1978.  We  support  the  ob.iective  of  limiting  the  total  of  copayments  the 
aged  must  pay.  But  under  this  plan  the  additional  $1.4  billion  in  1977  and  the 
larger  amount  in  1978  would  come  from  the  pockets  of  the  elderly  who  can  ill 
afford  additional  expense.  If  a  limitation  on  existing  copayments  is  the  desired 
goal,  we  are  sure  that  a  better  system  of  financing  this  change  can  be  found  and 
we  believe  that  general  revenues  offer  the  most  equitable  source. 

While  I  appreciate  that  the  Medicaid  program  is  in  the  jurisdiction  of  another 
committee,  I  would  invite  your  attention  to  the  fact  that  the  Administration's 
block  grant  proposal  which  includes  16  health  programs,  including  Medicaid,  has 
an  impact  on  Medicare.  In  the  judgment  of  many,  the  Administration's  Medicaid 
proposal  would  merely  limit  the  federal  government's  role  in  the  care  of  the 
indigent.  As  your  Committee  well  appreciate,  the  deductible  payments  for  Medi- 
care in  the  indigent  group  are  financed  through  Medicaid.  Further,  the  Adminis- 
tration's new  coinsurance  proposal  will  place  significant  additional  demands  for 
payments  by  the  Medicaid  program  on  behalf  of  aged,  indigent  individuals. 
Therefore,  both  the  Administration's  block  grant  proposal  which  limits  the  fed- 
eral role  in  indigent  care,  and  their  proposal  to  increase  cost  sharing  by  the  aged 
including  the  indigent  can  represent  another  serious  blow  to  financing  the  Medi- 
care program. 
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Such  proposals  are  not  the  alternatives  vrith  which  the  Administration  should 
lie  confronting  the  country.  We  sliould  not  be  compounding  the  difficulties  of  aged 
and  poor  patients  nor  of  hard-pressed  states  and  localities  in  financing  aid  to  the 
poor.  Instead,  we  should  be  hard  at  work,  developing  minimum  standards  of 
eligibility  for  Medicaid  in  all  states  throughout  the  country,  and  of  providing 
equitable  benefits  to  all  indigent  patients  through  an  adequately  financed  pro- 
gram. In  our  country's  priorities,  these  are  the  goals  that  must  be  placed  very 
-high. 

Mr.  Chairman,  in  summary,  the  hospitals  of  this  country  have  been  deeply  con- 
cerned and  involved  with  providing  health  services  to  the  beneficiaries  of  Medi- 
care. I  have  outlined  the  potentially  severe  obstacles  of  providing  these  needed 
services  under  the  Administration's  proposal  and  would  strongly  recommend 
that  the  proposal  be  rejected  by  the  Committee.  I  would  close  by  repeating  our 
view  that  it  is  not  appropriate  to  ask  that  the  aged  assume  an  increased  financial 
burden  for  their  care,  particularly  when  it  so  sharply  reneges  on  the  original 
promise  of  the  Medicare  program  to  increase  the  ability  of  the  elderly  to  obtain 
needed  health  services. 

Mr.  RosTEXKOwsKi.  ]\Ir.  Corman  v^^ill  inquire. 
Mr.  CoRzviAX.  Thank  you,  ]Mr.  Chairman. 

As  you  know,  the  4-percent  limit  on  increases  in  doctor's  fees  may 
]iot  impact  the  doctor  nearly  as  much  as  the  7  percent  limit  on  the 
hospitals  because  the  doctor  can  surcharge  the  x^atient. 

IIow  would  you  feel  about  being  permitted  to  do  that  in  hospitals 
so  you  could  collect  whatever  the  traffic  would  bear  from  the 
beneficiaries  ? 

Mr.  ^Ic^Iaiiox.  Mr.  Corman,  that  changes  the  original  promise  of 
the  medicare  progi-am  which  was  to  provide  services  to  medicare  bene- 
ficiaries with  a  very  limited  amount  of  coinsurance  on  their  part. 

We  have  not  considered  that  possibility  necessarily,  but  personally, 
^fr.  Corman,  I  feel  that  moves  in  the  wrong  direction. 

Mr.  Cor:max.  I  agree  with  you  totally  and  I  was  pleased  to  hear  your 
answer.  I  was  not  sure  what  you  might  say  but  was  hoping  we  would 
get  some  support  from  the  medical  profession  in  the  same  direction 
because  we  are  so  destroying  the  benefit  package  we  promised  the  eld- 
erly in  refusing  to  pay  reasonable  charges  for  hospitals  or  doctors. 

It  is  particularly  hard  on  the  beneficiary  when  they  can  be  charged 
whatever  the  provider  considers  to  be  the  additional  reasonable  cost. 

It  is  a  great  way  to  save  Federal  mone}' ;  it  is  a  tough  way  to  keep  a 
promise. 

Thank  you. 

^Ir.  RosTEXKOwsKi,  Mr.  Duncan. 

Mr.  DrxcAX.  Thank  you.  ]\Ir.  Chairman.  I  would  like  to  again  thank 
'Sir.  Mc^Iahon  and  Dr.  Gehrig  for  appearing  before  the  committee  and 
giving  us  the  benefit  of  their  information  and  advice. 

I  am  a  little  bit  interested  in  what  you  said  about  general  revenues. 

'WHiere  do  the  general  revenues  come  from  ? 

Mr.  McMaiiox.  General  revenues  come  from  a  more  heavih'  progres- 
sive tax  structure.  Mr.  Duncan,  than  would  the  payroll  tax. 

As  we  have  talked  to  people  here,  and  have  thought  about  it.  we  haA'e 
considered  that  it  may  very  well  be  that  the  payroll  tax.  which  is  a  flat- 
rate  tax.  has  reached  the  limit  of  its  capacity  to  raise  revenue. 

Thus,  a  progressive  tax  might  be  a  more  appropriate  way.  You  must 
remember.  ^Er.  Duncan,  as  we  look  at  the  administration's  proposals 
liere.  that  both  the  proposal  for  putting  a  cap  on  coinsurance  payments 
and  the  extension  of  days  of  coverage  would  not  aifect  a  great  many 
people — those  hospitalized  longer  than-39  to  40  days. 
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This  is  not  a  very  expensive  proposition.  It  is  well  known  that  major 
medical  programs,  catastrophic  programs,  are  not  very  expensive  prop- 
ositions and,  as  we  studied  it,  when  all  of  our  hospital  people  were 
here  in  town  last  week,  we  thought  about  the  fact  that  general 
revenues  might  be — because  of  the  progressivity  of  those  tax  reve- 
nues— a  better  source  for  financing  such  programs  than  an  increase  in 
the  payroll  tax. 

It  is  not  our  concern,  Mr.  Duncan,  specifically,  how  the  committee 
would  analyze  this.  This  is  our  suggestion,  though  negatively  phrased, 
that  the  costs  of  additional  services  to  a  small  number  of  beneficiaries 
should  not  be  financed  out  of  increased  pa^-ments  by  the  large  bulk  of 
medicare  beneficiaries. 

Mr.  DuxcAX.  I  think  it  is  your  concern  as  to  how  we  finance  this 
program. 

Of  course,  the  administration  is  going  to  appear,  I  think,  tomorrow 
or  the  next  day  and  give  us  the  benefit  of  their  information. 

But,  I  was  a  little  surprised  to  hear  you  come  this  morning  and 
suggest  that  we  move  into  general  revenues  to  finance  this  program. 

Mr.  McISIahon.  This  grew  out  of  our  deliberations  of  

Mr.  DuNCAx.  This  is  a  direct  reverse  of  your  position  in  the  past. 

Mr.  RosTENKow^SKi.  ^Ir.  Cotter. 

Mr.  Cotter.  Thank  you,  Mr.  Chairman. 
.  Mr.  McMahon,  I  would  like  to  complement  you  on  a  very  fine  presen- 
tation. Even  though  in  the  past  I  have  been  critical  of  increasing  hos- 
pital costs,  I  think  in  many  areas  of  the  country  since  your  references 
are  made  to  keeping  costs  within  bounds,  I  know  in  our  State  of 
Connecticut  we  have  a  very  effective  hospital  cost  commission  which  is 
keeping  increases  within  9  percent,  I  believe  it  is,  Avhich  I  think  is  a 
commendable  effort. 

Even  with  that  I  can  see  in  some  of  the  hospitals  a  deterioration  in 
service,  particularly  in  the  food  line  where  they  have  cut  down  the 
quality  and  quantity. 

Could  you  indicate  to  me  what  areas  of  hospital  services  would  be 
cut  back?  You  mentioned  the  drastic  reduction  or  cutback  in  services. 
In  what  areas  would  these  occur  ? 

Mr.  McMaiiox.  The  first  area,  Mr.  Cotter,  goes  to  the  improvement 
in  services.  It  is,  as  I  noted  in  the  testimony,  the  policy  of  this  counti\v 
to  encourage  research,  to  encourage  more  education  of  young  people 
to  enter  the  health  professions  and  it  is  the  abilit}'  to  improve  services 
that  would  have  to  be  the  first  thing  to  go. 

Mr.  Cotter.  Of  course,  we  are  all  for  that,  too,  but  by  the  same  token, 
I  think  there  are  many  things.  ^Yliat  I  am  talking  about  is  a  general 
hospital.  Where  would  your  services  be  cut  back  ? 

Mr.  McMahon.  In  the  two  areas  that  I  mentioned,  and  let  me  give 
you  the  figures. 

Mr.  Cotter.  We  are  all  for  research  and  so  forth,  but  I  think  we  can 
hold  the  line  and  still  do  it.  I  am  talking  about  ordinary  services  such 
as  nursing,  food,  and  this  type  of  thing.  Would  cutbacks  be  made 
in  these  areas  ? 

Mr.  McMahon.  That  would  be  the  last  place  that  would  be  cut  back, 
that  cutbacks  would  be  made.  As  we  see  it  and  as  we  have  talked 
to  people  across  the  country,  the  first  thing  is  to  l?:eep  the  present  level 
of  service  exactly  where  it  is  and  turn  down  the  opportunities  to  im- 
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prove  services  by  not  taking  advantage  of  new  equipment,  new  sup- 
plies, new  techniques  of  taking  care  of  people  that  the  research  in- 
dustry comes  up  with  every  year. 

Someone  told  me  just  recently  when  I  was  talking  to  a  group  of  hos- 
pital people  about  this,  that  for  every  dollar  he  saves/  Mr.  Cotter, 
he  has  proposals  to  spend  $4  more  for  new  kinds  of  things  that  are 
designed  to  take  better  care  of  patients,  to  broader  the  ability  of  hos- 
pitals to  care  for  patients.  Thus,  the  fii-st  place  for  limitations  to  be 
imposed  is  a  reduction  in  that  regular  annual  increase  in  the  improve- 
ment of  ser^nce  and  the  broadening  of  coverage  to  patients. 

Mr.  Cotter.  Another  area  of  concern  to  me  has  been  the  10-percent 
coinsurance  factors,  which  the  President  has  recommended  together 
with  the  8104  deductible  in  his  catastrophic  medicare  proposal. 

It  would  appear  to  me  as  though  we  are  imposing  and  additional 
burden  on  those  people  who  can  least  afford  a  higher  hospital  and 
medical  bill.  Do  you  have  an  indication  of  what  may  occur  as  far  as 
bad  debts  are  concerned  ? 

Mr.  Mc^Mahox.  Mr.  Cotter,  we  have  not  seen  the  proposals  yet. 
That  was  one  of  the  reasons  we  didn't  address  the  bad  debt  situation 
in  the  testimony  until  we  can  see  the  specifics  of  it.  In  the  past  the  medi- 
care program  has  been  designed  to  reimburse  or  pay  for  the  bad  debts 
that  grow  out  of  the  services  to  medicare  beneficiaries.  Whether  the 
Administration  intends  to  change  that  or  not.  we  do  not  know.  Even 
when  they  do  pay,  they  pay  it  in  what  we  call  the  retroactive  settle- 
ment which  means  we  have  got  to  carry  the  working  capital  costs  of 
those  bad  debts  for  extended  period  of  time. 

There  is  no  question  in  our  minds  that  with  these  coinsurance  pro- 
posals that  the  bad  debt  load  will  increase  and  with  concomitant 
reduction  in  the  medicaid  program  that  there  will  be  no  way  for  the 
States  and  localities,  as  we  see  it,  to  pick  up  that  additional  load. 

Mr.  C-otti-:r.  You  don't  know  whether  the  bad  debts  would  be  com- 
templated  in  reimbursement  at  a  later  date  or  not  ? 

^Ir.  McMahox.  We  do  not  know. 

Mr.  Cotter.  We  can't  help  but  have  an  increase  in  bad  debts  because 
these  are  the  people  who  can  least  afford  medical  and  hospital  services 
are  going  to  have  to  pay  more. 

yir.  McMahox.  That's  true,  Mr.  Cotter. 

Mr.  Cotter.  Is  it  your  understanding  that  medicaid  would  not  have 
the  T-percent  limit  but  that  medicare  would  ? 

Mr.  ^Mc  Mahox.  We  don't  know  about  the  medicaid  proposal,  Mr. 
Cotter.  Again,  it  is  because  we  have  not  seen  the  details.  In  the 
past  there  has  been  a  medicaid  reimbursement  ceiling  tied  to  medicare 
so  we  would  assume  that  that  would  probably  follow. 

I  think  the  more  stringent  implications  for  the  medicaid  program 
are  the  lumping  of  it  into  a  block  grant  proposal  and  slowing  in  the 
rate  of  increase  of  appropriations  for  all  of  those  bloc  grant  pro- 
grams to  substantially  less  than  normal  increases  in  the  cost  of  living 
and  the  costs  of  goods  and  services  that  would  seem  to  apply. 

Mr.  Gehrig.  Mr.  Cotter,  could  I  extend  that  ? 

I  think  there  is  another  factor,  too.  As  you  well  know,  the  adminis- 
tration has  indicated  in  the  block  grant  program  that  there  would  not 
be  any  requirement  by  States  to  maintain  their  present  level  of  effort 
and  they  have  also  stated  in  their  specs  that  there  would  be  broad 
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latitude  given  to  the  State  with  regard  to  reimbursement  methodo- 
logies, all  of  which  suggests  that  there  uirj  not  be  a  direct  tie  with 
the  preexistent  plan  that  we  have  had  where  medicare  reimbursement 
has  been  a  guideline  for  medicaid. 

Again,  as  Mr.  McMahon  said,  Ave  have  not  seen  the  specs  but  these 
two  Issues  are  clearly  apparent  from  their  fact  sheets  as  they  really 
unveil  their  budget, 

Mr.  Cotter.  Thank  you. 

One  final  question :  What  has  been  the  average  increase  in  hospital 
costs  during,  say,  the  past  10  years;  around  14  to  15  percent? 

Mr.  McMaho?^.  Yes,  made  up,  really,  Mr.  Cotter  of  three  pieces, 
the  first  of  which  is  the  cost  of  staying  even  vrith  the  cost  of  living, 
particularly  in  the  wage  area,  and  it  is  a  labor-intensive  industry; 
we  must  provide  our  employees  with  the  wherewithal  to  keep  up  with 
the  cost  of  living. 

The  second  one  is  what  I  have  referred  to  as  the  market  basket  mix. 
Our  costs  in  the  past  10  years  have  been  heavily  weighted  by  areas  of 
the  economy  that  are  growing  faster  than  the  cost  of  living  unlike  the 
middle-income  market  basket  that  we  think  of  that  makes  up  the  cost 
of  living.  Food  for  a  number  of  years,  now  energy,  and  particularly 
now  malpractice  premiums — do  you  know  what  is  happening  there  ?, 

The  third  one  is  the  area  of — in  response  to  your  first  question — 
improvements  in  the  services  and  the  amount  of  services  that  hospitals 
provide. 

So.  it  has  been  about  14, 15,  or  16  percent,  sometimes  up  a  little,  down 
a  little  during  the  economic  stabilization  program  when  improvement 
was  pretty  much  brought  to  a  halt. 

Mr.  Cotter.  Is  it  still  true  that  70  percent  of  hospital  costs  are  labor 
related  ? 

Mr.  McMahon.  It  is  about  60  percent.  As  a  matter  of  fact,  our  latest 
figures  are  58  percent.  Again,  this  is  because  of  the  sharp  increase  in 
the  nonwage  area.  y 

Mr.  Cotter.  Thank  you  very  much. 

Mr.  Eostenkowski.  Thank  you,  Mr.  McMahon. 

How  would  you  suggest  we  get  a  handle  on  the  rising  costs  of 
hospital  care? 

Mr.  McMahoist.  I  would  suggest,  Mr.  Chairman,  that  you  have  a 
handle  on  it,  that  the  Congress  of  the  United  States,  having  put  in 
place  the  planning  law  with  the  certificate  of  need  requirement,  backed 
up  by  your  provisions  in  Public  Law  92-603  of  the  1972  Social  Security 
Amendments,  that  the  medicare  program  would  not  pay  the  capital 
costs  of  services  put  into  place  over  the  recommendation  of  a  planning 
agency. 

So,  3^ou  put  into  place  a  very  key  limitation  on  the  increases  in 
hospital  costs  in  the  capital  area.  ; 

Second,  you  have  put  into  place  a  limitation  on  the  utilization  of 
services,  both  through  the  utilization  review  regulations  that  are  soon 
to  come  out  that  will  be  applied  to  medicare  and  medicaid,  and  through , 
PSRO  itself. 

So.  over  time  you  have  put  in  place  a  system  of  looking  at  services 
to  make  sure  that  only  those  that  are  medically  necessary  are  provided. 

We  have  been  in  support  of  planning  for  many,  many  years,  even 
l^ef  ore  the  things  that  I  mentioned  were  put  in  place.  We  have  also  been 
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ill  favor  of  hospital  base  utilization  review  programs  so  that  the  medi- 
cal stalf  of  each  institution  is  looking  at  the  services  that  are  provided 
to  make  sure  that  in  a  cost  effective  way  they  do  make  sense  to  patient 
care. 

Fmally.  there  are  a  whole  range  of  thmgs  that  are  in  place  that  deal 
with  the  efficient  provision  of  services,  things  such  as  the  limitation 
on  routine  inpatient  costs  that  also  grew  out  of  92-603. 

There  are  the  State  review  programs  that  Mr.  Cotter  mentioned,  as 
for  example,  in  Connecticut,  Xew  Jersey,  New  York,  and  Marjdand. 
California  is  considering  such  a  program,  as  are  a  number  of  places. 
There  are  those  possibilities. 

In  addition  to  those,  the  American  Hospital  Association  has  pro- 
vided each  hospital  with  a  cost  containment  manual  sharing  the  experi- 
ences, one  hospital  with  another  as  hospitals  have  learned  ways  to 
make  sure  that  efficient  services  are  necessary. 

Mr.  Cotter,  one  of  the  hospital  people  in  your  State  told  me  recently 
about  what  they  have  been  cloing  to  take  a  look  at  the  staffing  patterns 
in  periods  of  low  occupancy  over  the  weekend,  at  the  end  of  the  year, 
and  so  on. 

They  liave  been  putting  into  place  at  those  periods,  vacations  and 
optional  leave  for  the  employees.  So  we  turn  right  around  and  ask  for 
an  article  on  that  very  thing  so  that  all  hospitals  can  see  how  this  is 
done. 

What  we  are  saying.  ]Mr.  Chairman,  is  that  there  are  a  wide  variety 
of  cost  controls  already  in  effect  that  attempt  to  deal  not  in  a  broad 
meat-ax  form  of  api:>roach,  but  with  a  scalpel,  if  you  don't  mind  the 
analogy,  with  capital  costs,  utilization,  and  effective  and  efficient  pro- 
duction of  services. 

Mr.  RosTEXKOwSKi.  In  your  testimony  you  mentioned  that  in  197-1: 
two-thirds  of  your  cost  increases  were  due  to  services  and  one-third 
in  inflation,  and  in  1975  that  three-fourths  was  due  to  inflation. 

^Ir.  ^IcMahox.  It  was  1969,  Mr.  Chairman,  when  two-thirds  of  the 
increase  in  per  diem  hospital  costs  was  due  to  increases  in  services,  and 
one-third  to  inflation;  now,  it  is  reversed  and  the  biggest  part  of  the 
increase.  Mr.  Chairman,  is  due  to  higher  prices  and  wages.  ^Ylien  I 
responded  to  a  question  from  Mr.  Cotter,  I  mentioned  that  somewhere 
between  l-l  and  16  percent  is  the  figure  for  the  average  overall  increase 
in  hospital  costs  over  the  past  10  years. 

But,  we  are  saying  that  three-fourths  of  that  deals  very  directly 
with  inflationary  trends  in  the  economy.  That  is,  the  cost  of  the  pro- 
duction of  absolutely  the  same  level  of  services  and  only  one-fourth  of 
that,  about  3  or  4  percent,  goes  to  improvements  in  services  tha.t  come 
on  line  because  of  the  activities  of  the  research  industry  ancl  the 
necessity  of  providing  more  spots  for  medical  students  in  hospitals, 
especially  teachinsf  hospitals  and  those  with  sfraduate  medical  educa- 
tion programs  to  increase  the  production  of  doctors. 

If  we  are  to  bring  those  cost  increases  that  amount  to  one-fourth 
of  the  overall  increase  now.  to  a  halt,  what  it  means  in  many  cases  may 
very  well  be  denyinof  a  residency  spot  for  an  individual  who  has  gotten 
into  medical  school  because  of  the  polices  of  this  country  to  increase 
the  opportunities  for  medical  education  as  well  as  to  take  advantage 
of  new  technological  developments. 

67-040—76  7 


Mr.  KosTEXKOWSKi.  With  the  7-percent  ceilmg  that  has  been  pro- 
posed on  increases  in  per  diem  costs,  do  3^ou  think  that  any  hospital 
would  be  forced  to  withdraw  from  the  program? 

Mr.  McMahox.  I  would  think,  Mr.  Cliairman,  that  obviously  a  j 
whole  bunch  of  things  could  happen.  ^ 

Some  hospitals  might  decide  that  they  could  no  longer  afford  to  i 
participate  in  the  program,  particularly  if  they  could  get  their  full  ] 
costs,  full  reimbursement,  from  other  patients  who  would  then  replace  1 
the  elderly.  I 

More  likely  than  that,  because  again  the  medicare  program  takes 
up  about  25  to  30.  maybe  even  a  little  over  30  percent  of  patient  days,  i 
most  hospitals  would  not  want  to  turn  them  down,  couldn't  afford  to 
on  the  one  hand,  and  would  not  want  to  because  they  are  the  patients 
of  the  medical  staff  of  that  hospital.  ; 

So,  more  likely  than  withdrawals  from  the  program,  Mr.  Chairman,  « 
I  think  we  would  see  some  other  changes.  We  have  got  to  get  money  ^ 
for  these  services  and  one  possibility  would  be  the  shifting  of  the  ; 
cost  to  other  patients.  ^  .  ii 

Many  of  them  are  backed  up  by  insurance,  there  is  a  slow  erosion,  ji 
then,  because  health  insurance  costs  are  going  up  substantially,  too, 
so  there  are  some  very  real  problems  in  that  area. 

I  guess  what  I  would  say  is  that  we  would  see  a  wide  variety  of  jl 
responses  to  an  intolerable  ceiling  that  no  hospital — well,  I  won't  say  |ij 
no  hospital  could  survive.  The  7  percent  works  fine  if  your  occupancy  I  j 
is  rising  because  you  have  the  fixed  costs  to  spread  over  a  more  sub-  ' 
stantial  number  of  patients. 

So,  as  the  administration's  own  estimates  indicate,  some  by  the  luck 
of  the  draw  with  a  change  in  patient  mix  could  survive,  but  most  i, 
would  have  to  find  other  ways  of  living  with  this  and  it  presents  them  ; 
with  onerous  choices.  1 

Mr.  RosTENKOwsKi.  If  there  are  no  further  questions,  thank  you,  > 
Dr.  Gehrig,  and  Mr.  McMahon. 

Doctor  Holden  ?  i 

Welcome  to  the  committee,  Doctor.  If  you  would,  please  identify 
yourself,  your  association  and  the  person  who  is  accompanying  you,  i 
for  the  record. 


STATEMENT  CE  EAYMOOT  HOLDEN,  M.D.,  CHAIEMAN,  EOAUB  OP 
TSUSTEES,  AMEEICAH  MEDICAL  ASSOCIATION;  ACCOMPANIED* 
BY  HAKIiY  PETEESON,  BIEECTOE,  DEPAETMENT  OF  LEGISLA- ' 
TION;  ANB  DAN  HILL,  ASSISTANT  DIEECTOE  \ 


^  Dr.  Holden-.  Thank  you,  I  am  Eaymond  Holden,  practicing  physi- ;  \ 
cian  in  Washington,  D.C.,  and  I  am  here  as  chairman  of  the  board  of  U 
trustees  of  the  American  Medical  Association.  ,| 

With  me  today  is  Mr.  Harry  Peterson,  director  of  our  department ; 
of  legislation,  and  Dan  Hill,  the  assistant  director  of  the  department  1 
of  legislation.  il 

The  subject  of  your  hearings,  the  President's  proposals  for  changing  f 
medicare  coverage,  as  presented  in  his  state  of  Union  message,  is  of  11 
utmost  interest  to  millions  of  people  in  the  United  States.  As  you  well  ''i 
know,  changes  in  this  significant  program  can  have  a  profound  impact  ij 
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on  providers,  practitioners,  and,  most  importantly,  u^Don  beneficiaries. 

During  our  association's  appearance  before  you  on  September  19, 
1975,  we  spoke  on  the  need  for  some  im^^ortant  changes  in  the  medicare 
program.  Some  of  those  changes,  along  with  others  added  by  the 
Senate  and  the  House,  were  recently  enacted  as  Public  Law  94—182. 
A  cursory  examination  of  those  amendments  indicates  that  many  pro- 
viders, physicians,  and  beneficiaries  will  feel  their  effects. 

For  example,  part  B  premiums  for  medicare  have  been  unfrozen; 
the  physician  economic  index  controlling  prevailing  rates  was,  to  a 
certain  extent,  moderated  for  at  least  1  year;  medicare  will  now  be 
authorized  to  pay,  to  a  certain  extent,  for  review  acti^uties  conducted 
by  a  PSRO;  and  other  important  changes  have  been  made. 

'  Yet.  as  far  reaching  as  those  changes  may  be,  beneficiaries,  pro- 
viders, and  physicians  would  be  more  vitally  affected  by  the  new 
changes  being  proposed  by  the  administration  if  they  were  to  become 
operative.  Those  changes  in  medicare,  although  not  yet  proposed  in 
legislative  languao-e.  have  been  much  discussed  in  the  press  and  by  the 
administration.  The  President's  m^essage  and  supporting  m^aterial 
issued  by  the  administration  are  lacking  in  essential  particulars  and 
are  vague  as  to  implementation. 

However,  the  available  information  makes  clear,  we  believe,  that 
the  proposed  changes  would  not  only  be  impractical,  but  would  also 
be  inherently  unfair  to  all  parties  concerned.  Unfortunately,  the  un- 
fairness, we  will  point  out  within  the  further  text  of  our  statement, 
would  be  especially  hard  upon  the  beneficiaries  of  the  medicare 
program. 

As  we  understand  the  proposals  for  medicare  change,  there  wotild 
be  two  basic  provisions.  First,  the  administration  proposes  to  impose 
inflationary  "caps"  upon  medicare  cost  increases  by  establishing  arti- 
ficial reimbursement  limitations.  Second,  there  is  proposed  for  medi- 
care what  is  teiined  "catastrophic"  benefits. 

Mr.  Chairman,  I  would  now  like  to  address  each  of  those  two  issues 
separately. 

Tlie  President's  proposal  as  to  "cost  containments"  in  medicare  in- 
creases goes  to  three  basic  areas.  First,  an  overall  limitation  in  medi- 
care reimbursement  increases  would  be  imposed  by  allowing  providers 
during  1977  a  maximum  7-percent  increase  for  per  diem  charges  over 
those  of  1976.  and  to  physicians  a  4-percent  increase  for  physician  fees. 
Second,  there  would  be  imposed  a  10-percent  "cost  sharing"  in  part  A 
of  medicare  for  the  beneficiary  for  all  provider  charges  above  the  cur- 
rent deductible.  Third,  the  medical  insurance  deductible  for  part  B 
would  be  raised  for  1977  and  would  thereafter  be  "tied  to  cost-of- 
livincr  adjustments  in  the  social  security  cash  benefits." 

As  to  the  proposed  percentage  limitations  on  increases  on  physician 
reimbursement,  we  must  point  out  unequivocally  that  the  percentages 
proposed  are  wholly  unrealistic.  The  proposal  ignores  the  realities 
occurring  in  our  economy  throughout  the  country.  Moreover,  infla- 
tionary conditions  existing  generally  in  our  economy  cannot  justifiably 
be  the  basis  for  imposition  of  arbitrary  and  discriminatory  ceilings 
on  a  single  segment  of  the  economy. 

In  fact,  the  new  controls  even  isfnore  past  performance  of  cost-of- 
living  increases  in  relation  to  health  care  cost  increases.  For  example, 
since  August  1971  until  December  1975,  the  overall  cost-of-living  in- 
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creases  amounted  to  36.1  percent.  During  that  same  time,  all  medical  : 
care  increased  34.4  percent,  physicians'  fees  increased  35.9  percent,  ) 
and  all  services  increased  33.8  percent.  To  cite  the  inequitable  nature 
of  this  i^roposal,  we  ask  you  to  compare  cost-of-living  increases  during  i 
the  past  4  years  with  what  medicare  increases  for  physicians'  fees  ' 
would  have  been  had  the  President's  program  been  in  effect.  After 
four  years,  allowable  reimbursement  for  physicians'  fees  would  have 
increased  a  little  over  16  percent  as  compared  with  a  cost-of-living 
increase  of  36  percent  during  the  same  time.  Even  a  1-year  applica- 
tion of  this  4-percent  limitation  would  be  equally  harsh.  j 
Can  the  full  implications  of  such  a  contrast  be  imagined  ?  Could  a  ' 
physician  afford  to  accept  a  medicare  assignment?  Would  beneficiaries  , 
receive  the  benefits  which  had  been  promised  them  in  the  medicare 
program  ? 

Mr.  Chairman,  to  impose  such  arbitrary  limits  on  only  one  segment 
of  the  economy  and  then  to  expect  a  continuation  of  beneficiary  satis- 
faction  for  having  benefits  paid  by  medicare — as  promised  hy  the  I 
program — is  naive.  The  health  care  sector  of  our  society  cannot  operate 
in  a  vacuum.  It  is  subject  to  the  same  costs-of-living  and  costs  of  i' 
doing  business  as  is  any  other  segment  of  society.  It  cannot  be  expected 
to  provide  high  quality  care  while  having  reimbursement  limited  to 
unrealistic  levels. 

Furthermore,  the  limitations  on  physicians'  fees,  as  well  as  on 
hospital  charges,  are  unrealistic  in  that  they  overlook  basic  reasons  for 
the  increase  in  costs  in  health  care. 

It  must  be  kept  in  mind  that  these  proposed  limitations  on  increases 
in  charges  are  in  reality  a  response  to  a  problem  created  in  large  meas- 
ure by  government  itself — whether  at  the  Federal,  State,  or  local 
levels.  Providers  and  physicians  cannot  be  subject  to  ever  increasing 
regulations  and  requirements — whether  relating  to  facilities,  person- 
nel, equipment,  operation,  or  benefits — and  3^et  be  expected  to  keep 
charges  at  less-than-cost  levels.  These  special  requirements  are  on  top 
of  the  inflationary  problems  faced  by  them  along  with  everyone  else. 
Moreover,  all  components  of  the  health  care  sector  are  subject,  not 
only  to  the  higher  costs  of  labor,  supplies,  et  cetera,  which  affect  all 
businesses  and  professionals,  but  because  of  their  special,  technical 
nature,  are  subject  also  to  unusual  costs  due  to  technological  advance- 
ment, emplo^mient  of  highly  skilled  personnel,  sophisticated,  costly 
equipment,  and  other  special  factors.  Also,  they  are  experiencing 
highly  unusual  expenses  relative  to  professional  liability  insurance. 

Mr.  Chairman,  in  view  of  these  increased  costs  experienced  in  the 
health  care  sector,  including  the  economywide  inflationary  pressures 
and  the  general  increases  in  the  cost  of  doing  business,  the  adminis- 
tration cannot  fairly  impose  a  limit  on  providers  of  7  percent  and  on 
phvsicians  of  4  percent. 

The  results  of  such  action  can  be  readily  anticipated.  Some  health 
facilities  could  face  bankruptcy ;  certainly  many  of  those  institutions 
currently  experiencing  financial  difficulties  will  find  their  programs  in 
jeopardy.  The  patient  will  pay  more,  and  the  Federal  Government 
will  again  have  promised  a  broad  program  while  seeking  to  limit  pay- 
ment for  the  care  received.  Under  the  guise  of  holding  down  costs  to 
the  Federal  Government,  the  costs  would,  in  fact,  be  increased  to  the 
patients.  The  Federal  Government  must  realize  that  once  a  program  is 
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legislated  the  service  does  not  become  free,  but  that,  as  with  services 
generally,  payment  must  be  provided.  In  this  instance  we  believe  that 
it  is  unconscionable  on  the  part  of  the  administration  to  shift  costs 
to  the  beneficiary  under  the  pretense  of  trying  to  limit  the  costs  of 
the  program  to  the  Federal  Government. 

In  addition,  costs  would  be  increased  for  nonmedicare  patients. 

In  its  attempt  to  reduce  costs  in  the  medicare  program,  the  admin- 
istration has  not  only  sought  by  artificial  restraints  to  avoid  its  respon- 
sibility for  reasonable  payments  to  providers  and  physicians,  but  it  also 
seeks  to  place  increased  costs  on  beneficiaries  both  directly  and  indi- 
rectly. This  is  achieved  through  two  other  portions  of  the  cost  control 
proposal,  which_  the  administration  has  called  a  program  to  promote 
efficient  utilization  of  services.  This  efficient  utilization  would  be  ac- 
complished by  a  10-percent  "cost  sharing"  for  inhospital  charges  to 
be  paid  by  the  beneficiary  on  all  charges  after  the  deductible.  While  it 
is  true  that  the  administration  has  stated  that  total  liability  to  an  indi- 
vidual would  be  only  $500  under  this  part  A  coverage  for  medicare, 
this  approacli  nonetheless  has  two  im.portant  ramifications.  First  the 
10-percent  coinsurance  would  affect  those  beneficiaries,  and  only  those, 
who  are  inpatients.  These  are  the  persons,  however,  who  may  be  least 
able  to  afford  the  10-percent  coinsurance.  Second,  the  $500  limitation 
would  not  be  reached  until  $5,000  in  total  inpatient  incharges  had  been 
incurred.  This  would  occur  at  approximately  35  to  40  days  of  hospitali- 
zation. 

By  contrast,  in  order  to  put  the  new  proposal  in  proper  perspective, 
it  must  be  kept  in  mind  that,  under  the  present  program  requirements, 
the  patient  pays  only  the  $104  deductible  for  the  first  day,  then  nothing 
until  the  Gist  day,  and  then  $26  a  day  for  the  next  30  days.  While  this 
would  mean  that  a  $500  personal  expenditure  would  not  be  reached  by 
tlie  patient  until  the  75th  day,  the  beneficiary,  at  the  period  of  35  to  40 
days  hospitalization  would  have  expended  only  $104. 

Furthermore,  when  one  considers  that  the  average  stay  for  the  medi- 
care population  in  the  hospital  is  only  10  to  11  days,  it  is  easy  to  under- 
stand that  the  overwhelming  portion  of  the  cost-sharing  burden  will  be 
on  those  who  will  never  utilize  benefits  beyond  the  coinsurance  period, 
and  yet  who  arc  probably  in  the  position  of  being  least  able  to  afford 
the  coinsurance.  This  method  of  cost  control  is  imposed  in  conjunction 
with  catastrophic  benefits.  However,  as  we  will  amplify  later,  it  should 
not  be  viewed  as  an  essential  component  of  the  so-called  catastrophic 
benefit. 

The  second  point  concerns  the  increase  in  the  part  B  deductible  to 
$77  for  1977,  with  further  changes  tied  to  cost-of-livng  adjustments  for 
social  security  cash  benefits.  The  first  year  increase,  from  $60  to  S77, 
would  be  an  incerase  of  about  28  percent  in  the  annual  deductible.  The 
most  recent  data  published  in  medicare  statistical  reports,  dates  from 
calendar  year  1972  when  the  deductible  was  $50.  and  over  40  percent 
of  the  part  B  enrollees  never  reached  that  level  of  expenditure  in  1972. 
Even  with  inflation,  an  increase  of  almost  30  percent  in  the  deductible 
will  simply  mean  that  many  medicare  beneficiaries  wnll  get  no  benefit 
from  the  program. 

The  administration  has  stated  in  this  instance  that  the  total  bene- 
ficiarv  liability  would  be  limited  to  $250  under  part  B.  Social  security 
statistics,  however,  show  that  the  average  annual  charges  per  benefici- 
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ary  under  part  B  is  only  $202.  Furtliermore,  when  one  considers  the 
amount  of  the  charges  that  will  be  necessary  in  order  to  reach  the  $250 
ceiling — incurred  by  the  patient  paying  20  percent  of  the  total  recog- 
nized charge — the  patient  would  have  to  incur  a  $1,250  charge.  This  is 
six  times  the  amount  of  the  average  annual  charges  presently  incurred 
by  beneficiaries. 

"^Mr.  Chairman,  we  recommend  strongly  against  adoption  of  the 
proposed  inequitable  cost  controls  to  be  imposed  on  providers  and 
physicians. 

The  administration  is  also  proposing  modifications  to  the  medicare 
program  to  provide  "catastrophic"  benefits  to  medicare  beneficiaries. 
These  modifications  appear  to  be  linked  by  the  adminstration  to  the 
cost  containment  provisions  discussed  above.  The  so-called  catastrophic 
benefit  consists,  as  to  part  A,  of  the  following : 

.  .  .  Elimination  of  the  daily  charge  to  the  beneficiary  for  the  61st  through 
the  90th  day  in  the  hospital  (presently  set  at  $26  a  day)  ;  and 

.  .  .  Elimination  of  the  daily  beneficiary  charge  after  the  90th  day  (presently 
set  at  $52  a  day). 

In  eliminating  these  daily  charges,  the  catastrophic  program  would 
entail  the  imposition  on  beneficiaries  of  a  new  10-percent  coinsurance 
on  hospital  charges  incurred  above  the  SlO-1  deductible.  The  total  lia- 
bility of  the  beneficiary  would  be  limited  to  $500,  which  would  increase 
annually  based  on  cost-of-living  increases. 

Part  B  catastrophic  would  be  efi^ected  by : 

,  .  .  Limiting  Part  B  coinsurance  to  $250  annually.  (The  present  $60  deductible 
would  be  raised  to  $77  with  later  adjustments  based  on  cost-of-living  increases.) 

If  the  catastrophic  benefit  proposed  to  be  accorded  to  the  medicare 
beneficiary  consists  merely  of  the  foregoing,  we  have  serious  question 
whether  a  true  catastrophic  benefit  is  provided  and  whether  the  financ- 
ing actually  relieves  the  beneficiary  of  catastrophic  financial 
oblifjations. 

As  we  understand,  very  few  medicare  beneficiaries  incur  hospitaliza- 
tion which  would  exceed  60  days.  The  vast  majority  of  the  cases  are 
relatively  short  stays  and  few  beneficiaries  have  been  covered  for  the 
period  of  hospitalization  of  60  days  or  more.  We  are  in  agreement  that 
for  those  individuals  who  do  experience  such  a  lengthy  stay  the  elimi- 
nation of  the  coinsurance  charges  after  60  days  would  be  beneficial. 
However,  it  is  apparent  that  realistic  catastrophic  benefits  cannot  be 
created  without  a  removal  of  the  overall  total  length  of  stay  limitations 
currently  in  the  law. 

In  removing  the  current  financial  obligations  for  daily  coinsurance 
which  would  be  incurred  after  the  60th  clay,  the  administration  would 
apparently  propose  to  finance  a  len£:thy  hospitalization  period  by  the 
imposition  of  new  cost-sharing  obligations  on  all  those  medicare 
patients  who  may  become  hospitalized.  Those  individuals  who  are  hos- 
pitalized, however,  are  the  ones  who  are  most  likely  to  be  experiencing 
financial  difficulty ;  the  coinsurance  itself  could  be  catastrophic.  "While 
real  catastrophic  coverage  may  provide  additional  security  and  peace 
of  mind  for  most  medicare  beneficiaries,  the  prospect  of  a  short  hos- 
pitalization is  more  real  than  is  the  prospect  of  extensive  hospitaliza- 
tion. To  impose  the  financing  of  catastrophic  coverage  on  .only  the 
hospitalized  portion  of  the  medicare  beneficiaries  seems  to  us  very 
inequitable.  In  our  view,  any  expansion  of  benefits  of  a  catastrophic 
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nature  provided  throiiofh  the  medicare  proo-ram  should  be  furnished 
as  any  other  benefit  under  the  program,  with  the  costs  to  be  shared  by 
all  beneficiaries. 

As  to  part  B.  HEW  material  indicates  that  the  patient's  liability 
would  be  limited  to  S250.  In  the  absence  of  specific  legislative  languao:e 
it  is  difficult  to  understand  what  may  be  intendedf  inasmuch  as  the 
patient's  potential  liability  under  part  B  has  not  been  limited  to  the 
deductible  and  coinsurance  under  the  present  program.  As  a  matter  of 
fact,  as  pointed  out  earlier  in  this  statement,  inequitable  restrictions 
on  benefit  reimbursement  would  result  in  overall  higher  costs  to 
beneficiaries. 

Before  closing,  I  want  to  indicate  that  our  association  very  strongly 
supports  coverage  for  catastrophic  expenses.  This  association  through 
its  house  of  delegates  at  its  last  meeting  has  reiterated  its  position  that 
catastrophic  coverage  should  become  more  widely  available  in  the 
priA'ate  sector.  Such  coverage  has  been  verv  fullv  pro'v  ided  in  our  own 
national  health  insurance  bill,  H.R.  6222. 

COXCLUSIOX 

In  conclusion,  we  must  again  point  out  that  the  information  which 
has  been  available  concerning  the  administration's  proposal  is  very 
scanty  and  leaves  many  questions  unanswered.  Based  on  information 
which  we  have,  we  find  the  adniinistration's  proposal  for  catastrophic 
coverage  for  medicare  beneficiaries  to  be  unacceptable  as  imposing 
hardship  and  inequity. 

Tlie  proposals  creating  the  4-percent  and  T-percent  limitations  are 
clearly  discriminatory  are  arbitrary,  and  are  without  justification  in 
our  inflationar}'  economy.  They  should  be  rejected  summarily.  Phy- 
sicians have  already  been  subjected  to  unreasonable  and  arbitrary  con- 
trols, first  the  83rd  percentile  formula,  then  the  various  phases  under 
price  controls,  and  now  the  Totli  percentile  which  itself  is  controlled 
by  the  arbitrarv"  economic  index. 

These  inequities  are  further  magnified  by  the  unrealistic  medicare 
]:»ractice  which  bases  current  payments  upon  data  almost  2  years  old. 
"\Miile  physicians  have  accepted  their  responsibility  in  meeting  the 
needs  of  the  elderly,  it  is  time  for  the  Government  to  meet  its  responsi- 
bility of  fulfilling  the  commitment  it  made  to  the  elderly  under  medi- 
care, not  to  interfere  with  medical  practice  and  to  assure  continuity  of 
needed  services.  Physicians  will  continue  to  respond  responsibly  in 
good  faith.  This  action  should  be  matched  by  the  Government. 

The  failure  of  the  medicare  program  to  recognize  and  assume  full 
responsibility  to  pay  the  proper  cost  of  furnishing  care  and  services  to 
beneficiaries  will  result  in  shifting  the  responsibility  to  others  and  in 
reducing  the  accessibility  of  care  to  its  beneficiaries. 

AVe  urge  that  the  administration's  proposals  to  change  medicare  not 
be  accepted  by  this  committee. 

Xow,  Mr.  Chairman,  since  the  preparation  of  our  foregoing'  state- 
ment for  submission  and  presentation,  the  administration  h::s  i^-ued, 
on  February  9,  additional  explanatory  material  clarifying  some  of  the 
point  in  the  President's  medicare  proposals. 

Although  many  points  still  remain  unclear,  the  administration  did 
]">ropose  for  its  catastrophic  coverage  in  medicare  unlimited  days  of 
hospital  and  nursing  home  coverage. 
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This  proposal  would,  in  fact,  change  the  extent  of  the  program. 
Because  of  this  change,  as  well  as  the  other  changes  and  other  un- 
certainties in  the  administration  proposal,  we  would  request  that  we 
be  allowed  for  a  later  opportunity  for  appropriate  comment  when 
specific  legislative  language  is  finally  introduced. 

However,  our  comments  pertaining  to  financing  changes  and  "cost 
containment"  limitations  as  proposed  by  the  administration  which, 
as  we  discussed  above,  would  place  a  disproportionate  burden  upon 
jMedicare  hospital  inpatients  and  would  unjustifiably  restrict  provider 
and  reimbursement  levels,  are  still  applicable.  We,  therefore,  request 
that  your  committee  consider  them  in  its  deliberations  on  the  pro- 
posed changes. 

Mr.  Chairman,  I  and  Mr.  Peterson,  and  Mr.  Hill  would  be  delighted 
to  answer  any  questions. 

Mr.  RosTENKOwsKi.  Thank  you. 

One  of  the  intended  goals  of  the  administration  proposed  for  a  10 
percent  coinsurance  is  that  patients  and  ph3^sicians  will  use  less  hos- 
pital care. 

Do  you  believe  that  the  proposal  will  have  that  result  ? 

Dr.  HoLDEis^.  No,  I  do  not.  The  short-term  patient  who  requires 
hospitalization  will  be  put  in  the  hospital,  and  the  10  percent  is  going 
to  apply  on  the  immediate  first  da3^s  of  the  hospitalization.  I  don't 
anticipate  any  reduction  in  short  hospital  stays. 

Mr.  RosTENKOwsKi.  Mr.  Cotter  ? 

Mr.  Cotter.  Thank  you  very  much,  Mr.  Chairman. 

I  want  to  compliment  you  on  a  fine  presentation,  Doctor. 

Dr.  HoLDETsT.  Thank  you,  Mr.  Cotter. 

Mr.  Cotter.  One  inconsistency — I  guess  you  could  even  term  it  an 
inequity — Avhich  appears  to  me  when  we  talk  about  the  4  percent  on 
medical  service  and  7  percent  on  hospitals ;  what  occurs,  what  ceiling- 
is  imposed  in  the  situation  where  you  have  a  doctor  employed  by  the 
hospital?  Is  he  subiect  to  the  7  percent  or  the  4  percent? 

Dr.  Holde:^.  Well  

Mr.  Cotter.  Is  this  a  hospital-billed  service  ? 

Dr.  HoLDEN.  In  my  opinion,  this  could  be  a  hospital  billed  physician 
service.  It  could  not  be  increased  more  than  4  percent. 
Mr.  Cotter.  Is  that  right  ? 

Dr.  HoLDEN.  I  am  not  a  lawyer,  Mr.  Cotter.  May  I  refer  this  to 
Mr.  Peterson? 

Mr.  Cotter.  Certainly. 

Mr.  Peterson.  The  4  percent  limitation  applies  in  the  part  B  pro- 
gram and  we  would  have  to  examine  whether  the  charges  

Mr.  Cotter.  I  mean  if  it  is  hospital-billed;  but  it  is  strictlv  a  medi- 
cal service,  though,  such  as  anesthesiology  or,  you  know,  a  'hospital- 
paid  staff  member  ? 

Mr.  Peterso?^.  You  would  have  to  look  at  the  arrang-ement.  Where 
the  anesthesiologist's  bill  would  be  under  the  part  B  program;  it 
would  be  controlled  by  the  reasonable  charge  and  the  4  percent 
limitations. 

Dr  HoLDEJsT.  Mr.  Cotter,  that  would  be— my  impression  is  that  it 
would  be  a  medical  service  and  (!ome  under  the  4  percent.  As  a  phv- 
sician,  I  cannot  see  hospitals  practicing  medicine;  physicians  have  to 
practice  medicine. 
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Mr.  Cotter.  But  there  are  situations  where  anesthesiologists  and 
pathologists,  and  so  forth,  are  on  the  hospital  staff,  paid  by  the  hos- 
pital and  their  services  are  billed  as  hospital  costs  in  some  cases,  are 
they  not  ? 

_  Dr.  HoLDEx.  But  these  bills  are  sent  by  the  hospital  for  the  par- 
ticular physician  and  collected  by  the  hospital  and  there  are  various 
possible  arrangements.  The  physician's  salary  may  be  paid  in  effect 
from  the  collections,  and  the  rest  of  it  put  in  a  hospital  fund. 

^Ir.  Cotter.  One  other  thing,  Doctor.  On  page  9,  you  mention  that 
it  seems  inequitable  to  finance  catastrophic  protection  by  making  hos- 
pital beneficiaries  pay  more.  You  say  further  that  the  cost  of  any 
catastrophic  plan  should  be  shared  by  all  the  beneficiaries. 

Do  you  think  it  woidd  be  sensible  to  increase,  say,  the  part  B  pre- 
miniuns  in  some  amoimt  in  order  to  finance  protection  against  cata- 
strophic illness  ? 

Dr.  HoLDEX.  Mr.  Cotter,  we  look  on  this  as  a  extension  of  an  already 
existing  program  which  is  financed  through  social  security  funds  and 
we  Avould  think  that  if  this  is  an  extension  of  an  existing  program, 
financed  in  a  particular  way,  it  is  logical  to  pay  for  the  extension 
through  the  same  source  of  funds.  This  would  be  through  additional 
social  security  taxes  or.  for  the  part  B,  an  increase  in  the  part  B 
premiums. 

Mr.  Cotter.  I  wonder  if  your  association  has  done  any  analysis  of 
this  as  to  what  additional  costs  might  be  imposed  to  provide  cata- 
strophic services? 

Dr.  IIoLDEX.  I  am  not  aware  of  any  particular  study  that  we  have 
done  in  the  past,  but  for  your  information,  we  have  a  commission 
which  is  presently  formed  and  is  having  its  first  meeting  within  a 
few  weeks.  The  commission  is  to  study  the  cost  of  medical  care.  This 
commission  is  not  composed  of  AMA  members  alone.  It  is  an  across- 
the-board,  blue  ribbon  committee  of  people  from  all  segments  of  the 
country  and  society.  One  member  of  Congress,  Mr.  Preyer,  has  ac- 
cepted a  position  on  it;  the  administration  has  been  asked  to  put  a 
member  on  it;  people  from  all  segments  of  the  economy  and  from 
provider  sources  have  accepted.  We  hope  to  have  within  a  year  some 
handle  on  cost  increases  and  identify  the  reasons  for  such  increases. 

"We  would  like  to  do  this  as  a  contribution  we  feel  which  is  very 
important 

^Ir.  Petersox.  Mr.  Cotter,  if  I  might  add,  in  answer  to  your  ques- 
tion, as  recently  as  yesterday,  as  you  know,  some  clarifications  of  the 
administration's  proposal  came  out,  and  we  just  have  not  had  time 
to  analyze  what  is  intended  under  the  changes.  The  initial  material 
that  came  out  was  very  vague. 

Mr.  Cotter.  Most  was  very  vague,  yes. 

'Sir.  Petersox.  And  some  additional  material  came  out  yesterday, 
but  I  think  what  we  need  is  the  definite  legislative  language  in  order 
to  make  some  analysis  as  to  what  is  intended  and  how  it  actually 
will  be  financed  and  other  issues. 

Sir.  Cotter.  One  thinof  which  occurs  to  me  with  the  imposition  of 
these  deductibles  and  ceilino-s  that  it  will  provide  a  bonanza  for  some 
of  these  accident  and  health  policies  to  come  in  with  supplementary 
or  complementary  packages  to  sell  to  the  elderly  and,  you  know,  they 


100 


have  taken  advantage  of  these  senior  citizens.  You  know,  I  have  a 
mother  at  home  and  her  greatest  fear  in  life  is  she  won't  have  enough 
money  to  provide  coverage  in  case  she  comes  down  with  a  long  illness. 
Any  insurance  salesman  can  come  to  the  house  and  sell  her  any  kind 
of  a  package  at  exorbitant  rates  to  pick  up  these  deductibles.  I  can  see 
this  occurring  nationwide  which  concerns  me  as  well. 

Dr.  HoiJ)EN.  This  is  a  great  concern  to  us.  We  think  the  fear  of 
costly  illness  is  a  real  one  and  is  an  unreasonable  burden  on  hospital- 
ized medicare  patients. 

Mr.  Cotter.  It  is,  absolutely. 

Thank  you  Yevj  much. 

Mr.  Petersox.  I  just  wanted  to  add,  if  I  might  add  one  comment 
on  that,  under  the  present  program  of  medicare,  there  are  insurance 
companies  that  do  provide  

I^Ir.  Cotter.  Some  do  an  excellent  job. 

Mr.  Petersox.  I  want  to  emphasize  they  do  provide  valuable  cov- 
erage in  providing  supplemental  coverage.  One  thing,  perhaps,  we 
would  like  to  examine,  once  we  ascertain  the  scope  of  the  administra- 
tion program  that  is  intended,  is  the  ability  of  the  insurance  industry 
to  meet  the  requirements,  to  meet  the  catastrophic  benefits  that  are 
intended  to  be  provided  and  to  make  a  comparison  

Mr.  Cotter.  I  agree;  I  would  support  such  moves.  But  there  are 
so  many  of  these  fly-by-night  A.  &  H.  companies  that  just  take  advan- 
tage of  the  senior  citizens  through  the  mail  order  and  this  type  of 
thing.  The  benefits  they  provide,  of  course,  in  relation  to  the  pre- 
miuins  they  charge,  is  horrendous. 

^Ir.  Petersotv^.  The  point  I  wanted  to  make  was  that  it  is  necessary 
to  make  an  analysis  and  comparison  of  the  costs  of  providing  the  pro- 
posed catastrophic  benefits  through  private  insurance  as  against  the 
new  co-insurance  which  will  be  imposed  on  the  beneficiaries  by  the 
administration  plan. 

Mr.  Cotter.  Thank  you. 

Mr.  RosTENKOwsKi.  Mr.  Duncan. 

Mr.  Duncan.  Thank  you,  Mr.  Chairman,  I  would  like  to  thank  all 
three  of  you  for  appearing  here  this  morning.  We  are  always  pleased 
to  have  the  opportunity  to  have  the  benefit  of  the  American  Medical 
Association,  the  benefit  of  your  information  and  experience. 

Dr.  McMahon,  this  morning,  recommended  that  this  entire  program 
be  financed  from  general  revenue  funds.  What  would  be  your 
thoughts  on  that  ? 

Dr.  IIoLDEx.  Well,  our  thoughts,  off  the  top  of  my  head,  having 
just  heard  that  

Mr.  DuNCAx.  Yes. 

Dr.  HoLDEx  [continuino] .  Would  be  that  this  would  chano-e  the 
entire  scope  of  the  whole  program,  make  it  an  entirely  different 
proa;Tam. 

Our  feeling  is  that  this  is  a  program  financed  originally  through 
the  sof^ial  securitv  svstem  and  we  are  talking  about  an  extension  now 
of  benefits.  The  logical  way  to  do  it  in  this  program  is  through  the 
soci^^l  security  svstem. 

Th,p  cost  to  the  system  would  be  very  small  because  actually  the 
benefits  amount  in  dollars  to  a  very  small  amount  by  the  Federal 
Government's  standards  in  any  case,  but  there  are  other  ways  of  doing 
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this  and  possibly  the  committee,  having  the  benefit  of  listening  to  a 
number  of  ideas  in  its  deliberations,  may  come  up  with  a  solution  to  it. 

Mr.  DuxcAx.  Well,  now,  the  administration's  recommendation  on 
the  ^oOO  cap  on  cost  sharing  is  an  extension  of  the  social  security  sys- 
tem, but  you  indicate  that  you  are  opposed  to  that  ? 

Dr.  HoLDEx.  We  are  opposed  to  the  $500  cost-sharing  cap  because 
we  feel  this  is  an  unreasonable  burden  on  the  hospitalized  beneficiary 
of  medicare. 

If  this  could  be  spread  over  the  entire  medicare  population,  we 
think  this  would  be  a  much  more  equitable  proposition. 

Mr.  DuxcAx.  Do  you  recommend  no  cap,  nothing  at  all  ? 

Dr.  HoLDEx.  Well,  you  have  a  $104  deductible,  first  day  deductible, 
we  don't  object  to  that. 

3Ir.  DuxcAx.  Of  course,  I  am  sure  you  are  aware  of  the  fact  that 
catastrophic  illness  is  a  tremendous  problem  that  faces  thousands  of 
people. 

Dr.  HoLDEx.  I  have  some  in  m}^  own  family,  sir. 

Mr.  DuxcAx.  Yes :  I  know  that,  sir.  But  what  do  you  recommend, 
sir? 

Dr.  IIoLDEx.  We  recommend — because  there  is  such  a  small  dollar 
amount,  really — that  you  look  at  this  on  the  basis  of  an  increase  in  the 
social  security  rate  to  cover  it. 

Mr.  DuxcAX.  The  administration  program  does  recommend  an  in- 
crease in  the  social  security  rate. 

Dr.  IToiJ)EX.  Well,  I  would  

^Ir.  DuxcAX.  I  tend  to  find  you  are  pretty  much  in  agreement  with 
the  administration  on  several  things. 

^Ir.  Petersox.  jNIr.  Duncan,  I  don't  believe  the  administration's 
increase  in  social  security  Avould  go  to  the  hospital  trust  fund. 

I  think  the  increase  is  only  with  respect  to  the  cash  benefit  pro- 
gram and  .any  adjustment  that  would  be  necessary,  if  any  adjust- 
ment would  indeed  be  necessary  to  provide  this  catastrophic  benefit 
under  the  medicare  program,  would — if  it  were  to  be  imposed — be 
operative  on  the  hospital  trust  fund  portion  of  the  tax. 

Mr.  DuxcAx.  I  am  aware  of  the  fact  that  you  as  well  as  we  are  some- 
what disadvantaged  in  appearing  before  the  administration  does  and 
T  wish  that  the  agenda  had  been  so  arranged  that  they  would  have  been 
first  which  has  been  the  custom  in  the  past,  but  I  do  want  to  thank 
you  again  for  appearing. 

Mr.  Petersox.  I  think  that  would  have  been  helpful ;  3^es. 

Mr.  DuxcAx.  They  are  coming  tomorrow,  I  think. 

Mr.  RosTEXKOwsKi.  Mr.  Gorman  will  inquire. 

Mr.  CoRMAx.  Doctor,  I  have  been  very  disturbed  about  what  is 
happening  to  assignments  and  to  the  percentage  of  coverage  that  the 
aged  get  for  their  doctor  bills. 

Do  you  think  if  surcharging:  was  prohibited,  that  is  if  assignments 
were  required  in  all  cases  as  is  done  in  effect  with  hospitals,  that  the 
medical  "profession  and  the  medicare  administrators  could  arrive  at 
reasonable  fees  so  that  the  beneficiary  would  get  vrhat  his  policy  says 
he  is  supposed  to  o-et. 

Dr.  HoLDEx.  Well,  let's  look  at  it  this  way,  Mr.  Gorman.  At  the 
present  time,  reimbursement  is  based  on  figures  that  are  2  years  old 
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find  the  charge  must  be  the  75th  percentile  of  charge  data  2  years  ago. 

To  be  realistic,  nobody  can  live  with  that.  A  4-percent  increase  over  it 
would  just  not  bring  it  up  to  the  current  cost  of  doing  business. 

If  the  social  security  data  could  be  kept  current,  month-by-inonth, 
if  the  75th  percentile  were  raised  possibly  to  the  83d  percentile  where 
it  was  originally,  if  we  could  get  some  control  and  containment  of  the 
cost  of  doing  business,  so  we  could  have  a  stable  situation  in  which 
the  physicians  of  the  country  practice,  then  we  might  well  be  able, 
in  certain  situations,  to  say,  that  this  is  reasonable. 

In  special  situations  now,  many  of  us  take  assignment,  I  mean,  pa- 
tients walk  in  my  office  and  immediately  my  office  nurse  knows  that — • 
she'll  say,  "Well,  this  lady  is  a  medicare  patient  and  from  what  she 
has  told  me,  this  is  the  story." 

So,  the  only  charge  is  the  assignment  Avhen  we  send  in  the  form  on 
medicare. 

Mr.  CoRMAN.  Are  all  your  medicare  patients  handled  on  assignment  ? 
Dr.  HoLDEj^.  No. 

Mr.  CoRMAN.  In  other  words,  if  they  have  

Dr.  HoLDEN.  I  am  a  medicare  patient  wdien  I  go  in  the  hospital, 
Mr.  Gorman,  and  I  would  be  well  able  to  pay  some  portion  of  the  bill 
if  it  were  rendered  to  me.  I  do  carry  insurance  to  cover  that  sort  of 
thing,  you  know,  the  deductibles. 

Mr.  Gorman.  Do  you  ascertain  when  the  patient  comes  in  for  the  first 
time  whether  they  have  private  supplementary  insurance  or  not. 
Dr.  Holden? 

Dr.  HoLDEN.  Yes,  if  they  have  any  otlier  insurance,  there  is  a  ques- 
tion asked,  do  you  have  any  insurance  besides  medicare?  If  not,  and 
that  is  all  the  patient  has,  the  patient  is  obviously  ill,  and  from  ques- 
tioning— there  is  no  search  made,  just  from  ordinary  questioning,  then 
the  assignment  is  acceptable. 

Mr.  CoRMAX.  Fees  are  fixed  on  ability  to  pay  then  in  yoyr  office  ? 

Dr.  HoLDEx.  Yes. 

Mr.  Gorman.  But  do  not  we  

Mr.  Peterson.  Mr.  Gorman,  may  I  just  generalize  a  little  bit  on  that  ? 
I  would  suppose  that  a  physician  having  a  customary  charge  in  his 
practice  might  look  upon  certain  situations  where  there  may  not  be  an 
ability  to  meet  the  reasonable  and  the  ordinary  customary  charge,  and 
then  recognizing,  as  I  think  we  have  pointed  out,  that  the  medicare 
program  through  the  various  formulas  and  controls  does  not  pay  the 
ordinary  and  customar}^  charge  of  the  physician,  so  that  in  those  situa- 
tions where  the  patient  is  not  able  to  meet  the  ordinary  and  reasonable 
charge,  then  the  physician  would,  of  course,  look  particularly  toward 
the  assignment  in  order  to  assist  the  patient. 

Mr.  Gorman.  For  openers  we  decide  when  the  patient  comes  in  that 
the  medicare  fee  is  unreasonable;  isn't  that  what  we  are  really  saying? 

Dr.  HoLDEN.  No,  no,  sir. 

Mr.  Gorman,  Well,  wait  a  minute  

Dr.  Holden.  Not  that  it  is  unreasonable,  but  that  this  patient  under 
ordinary  circumstances  with  or — ^before  medicare  or  without  medicare, 
this  patient  would  be  charged  the  usual  fee  for  that  service  which  may 
be  higher  than  the  medicare  fee.  That  is  all,  that  is  the  only  difference. 
We  don't  up  the  fee.  We  have  sort  of  

Mr.  Gorman.  No,  no ;  I  am  not  suggesting  that. 
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You  have  a  fee  

Dr.  HoLDEx.  Yes. 

Mr.  CoRMAX.  But  you  know  that  the  fee  is  unreasonable  in  the  eyes 
of  the  medicare  administrators  because  you  have  to  go  through  an 
additional  process  to  ascertain  whether  the  patient  can  get  what  medi- 
care says  is  reasonable  or  what  you  say  is  reasonable. 

Xow,  if  it  were  not  that  difference,  you  would  not  have  to  go  througli 
all  this  checking.  You  would  just  take  assignments,  is  that  not  correct  ? 

Dr.  HoLDEX.  If  the  

^Ir.  CoRMAX.  I  am  not  suggesting  whether  joii  or  medicare  is  right, 
alx)ut  what  the  fee  ought  to  be.  But  for  openers,  you  and  medicare 
decide  that  you  are  not  together  on  it. 

^Ir.  Petersox.  Tliat  is  right. 

Dr.  HoLDEX.  AVell,  yes :  we  have  to  admit  that.  We  are  not  together 
on  it. 

Mr.  CoRMAX.  Right. 

What  I  am  inquiring  about  is  whether  you  believe  you  could  get 
together  ? 

In  other  words,  the  person  in  the  squeeze  now  is  the  beneficiary. 
Each  year  the  percentage  that  is  covered  drops,  yet  we  are  supposed 
to  pay  SO  percent  of  their  costs. 

Xow,  where  does  it  stop  ?  If  we  decide  to  save  more  and  more  money, 
and  you  decide  you  need  more  and  more  money,  the  guy  who  loses  is 
the  beneficiary.  It  seems  to  me  the  only  way  to  resolve  that  is  to  put 
you  in  competition  with  the  medicare  system,  rather  than  the  indi- 
vidual patient. 

The  hospitals  say  they  are  glad  they  have  that  competition,  they 
don't  think  the  patient  ought  to  be  put  in  the  middle  and  be  the  victim 
of  the  system.  I  am  just  wondering  how  you  feel  about  it? 

Dr.  HoLDEX.  I  really  don't  think  the  patient  is  put  in  the  middle 
because  

^Ir.  CoRMAx.  The  patient  ? 

Dr.  HoLPEX.  Xo.  no:  excuse  me,  sir.  I  have  never  known  of  a  medi- 
care patient  to  be  denied  the  services  which — to  which  he  or  she  was 
entitled  because  he  could  not  pay  anything  above  the  assigned  fees. 

Mr.  CoRMAX.  Doctor,  that  does  not  answer  my  question.  If  we  say 
80  percent  of  his  doctor  bill  will  be  paid.  But  we  have  figured  out  a 
way  not  to  do  that,  it  does  not  matter  if  he  has  15  cents  or  $15  million 
he  is  not  getting  the  benefit  that  the  policy  says  he  is  supposed  to  get. 

Dr.  HoLDEX.  If  you  don't  do  that  or  say  the  Government  

Mr.  CoRMAx.  Xo;  the  Government  and  the  doctor  together  do  it. 
I  am  not  saying  which  is  right  or  wrong,  but  the  two  are  managing  to 
deny  the  beneficiary  his  80-percent  coverage  and  you  have  told  me  it 
is  practice  in  your  office  to  assume  that  the  Government  is  wrong  in 
what  are  reasonable  fees  and  they  may  well  be  wrong. 

Dr.  HoLDEX.  Sure. 

Mr.  CoRMAX.  But  you  do  not  suffer  from  it,  the  Government  does 
not  suffer  from  it,  it  is  the  man  who  bought  the  policy  from  us  who 
suffers.  Anyway,  he  has  held  out  hope  of  recovering  80  percent  of  the 
doctor  bill  if  he  pays  those  premiums. 

Dr.  HoLDEX.  Well,  as  I  indicated  before,  if  the  information  were 
current,  not  2  years  old :  if  there  were  more  consideration  given  to  the 
factors  which  are  affecting  the  general  economy ;  and  if  we  can  get  a 
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handle  on  the  very  important  item  of  professional  liability  insurance 
premiums,  I  am  sure  that  we  could  level  oif . 

Just  as  an  example,  one  of  m_y  friends  who  practices  on  the  west 
coast,  in  the  ISTorthwest,  is  in  a  group  of  five.  When  they  received  the 
notice  of  the  new  premium  for  their  group,  their  accountant  sat  down 
and  figured  out  the  costs.  The  group  happens  to  be  a  group  of  gyne- 
cologists and  obstetricians.  The  figures  showed  that  for  every  delivery 
and  surgical  procedure  they  did,  they  would  have  to  add  $125  to  meet 
the  increase  in  the  malpractice  insurance.  Here  in  the  District  where  I 
practice,  we  received  a  notice  already  that  the  liability  insurance  pre- 
miums will  go  up  from  80  to  180  percent  depending  in  w^hich  category 
one  practices  in  here.  It  went  up  100  percent  last  year. 

So,  it  is  a  very  marked  escalation, 

Mr.  Gorman.  Take  heart,  you  are  apparently  four  times  as  careful 
as  the  California  doctors  because  theirs  went  up  400  percent. 

Dr.  HoLDEN.  We  are  thankful  for  the  carrier  we  have. 

Mr.  Gorman.  My  first  5  minutes  is  expired.  I  sure  hope  you  figure 
out  some  way  that  we  let  that  patient  out  of  the  sqnueeze  that  you  and 
the  m.edicare  system  have  him  in  now. 

Thank  you. 

Mr.  EosTENKOWSKi.  Mr.  Grane  will  inquire. 
Mr.  Grane.  Thank  you,  Mr.  Ghairman. 

Dr.  Holden,  it  was  my  impression  that  the  AMA  thought  that  de- 
ductibles and  coinsurance  were  useful  to  encourage  responsible  use 
of  services  ?  I  am  wondering  now  if  your  opposition  to  the  10  percent 
coinsurance  under  part  A  and  the  increase  from  $60  to  $77  in  part  B 
deductible  is  owing  to  inequities  in  the  administration's  proposal; 
or  have  you  changed  your  views  on  the  value  of  deductibles  and 
coinsurance  ? 

Dr.  HoLDEN.  Mr.  Grane,  we  have  not  changed  our  views  on  the 
values  of  deductibles.  We  think  they  are  very  important.  We  think 
these  changes  put  too  much  of  a  burden  on  the  hospitalized  patient. 
We  are  still  in  f a^^or  of  deductibles,  but  there  were  deductibles  before. 

Mr.  Peterson.  The  point  that  was  raised,  Mr.  Grane,  was  whether 
this  was  the  appropriate  way  to  finance  the  catastrophic  benefits 
which  were  being  offered.  Our  own  health  insurance,  national  health 
insurance  bill,  incorporates  coinsurance  features  so  we  recognize  it  as 
having  a  value  and  in  our  program  we  have  related  that  to  the  income 
of  the  individual.  But  the  point  that  we  were  making  was  not  against 
the  coinsurance  as  such,  so  much  as  it  was  that  it  placed  an  unreason- 
able burden  on  those  people  who  are  in  the  hospital  to  finance  a  cata- 
strophic benefit  which  would  in  fact  benefit  so  few  individuals. 

Mr.  Grane.  Thank  you. 

Mr.  RosTENKOwsKi.  Mrs.  Keys  ? 

Mrs.  Keys.  Ko  questions. 

Mr.  RosTENKOwsKi.  Mr.  Martin  ? 

Mr.  Martin.  ISTo  questions. 

Mr.  RosTENKowsKT.  Tliauk  you  very  much,  Doctor. 
Dr.  HoLDEN.  Thank  you  very  much. 
Mr.  EosTENKowsKi.  Dr.  Thompson  ? 

Welcome  to  the  committee,  Doctor.  If  you  will  identify  yourself  and 
your  association,  you  may  proceed. 
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STATEMENT  OP  DAVID  D.  THOMPSON,  M.D.,  CHAIEMAN-ELECT, 
COUNCIL  ON  TEACHING  HOSPITALS,  ASSOCIATION  OE  AMEEICAN 
MEDICAL  COLLEGES  AND  DIEECTOE  OE  NEW  YOEK  HOSPITAL; 
ACCOMPANIED  BY  EICHAED  KNAPP,  M.D.,  DIEECTOE,  COUNCIL 
ON  TEACHING  HOSPITALS,  AND  STEVEN  SUMMEE 

Dr.  Thompsox.  Yes,  'Mr.  Chairman,  I  will. 

I  am  Dr.  David  Thompson.  On  my  right  is  Dr.  Eicharcl  Knapp, 
director  of  the  AAMC  Department  of  Teaching  Hospitals,  and  on  my 
left  IS  :\Ir.  Steven  Summer,  assistant  director  of  that  department. 

Mr.  Chairman  and  members  of  the  committee,  my  name  is  David 
D.  Thompson,  M.D.,  and  I  am  here  todav  representing  the  Association 
of  American  Medical  Colleges— AAi\IC— in  my  capacity  as  chairman- 
elect  of  the  AAMC  Council  of  Teaching  Hospitals  and  as  the  director 
of  Xew  York  Hospital. 

The  association  represents  all  of  the  Nation's  medical  schools,  391 
major  teaching  hospitals,  and  60  academic  societies. 

I  appear  before  you  this  morning  to  offer  the  association  s  comments 
on  President  Ford's  proposed  changes  in  the  medicare  program. 

These  proposals,  as  set  forth  in  the  President's  fiscal  year  1977 
budget,  will  severely  impact  the  medicare  beneficiaries'  access  to 
medical  care  by  reducing  available  health  services. 

Furthermore,  most  medicare  patients  will  be  forced  to  assume  an 
even  greater  financial  burden  and  few  can  afford  to  do  so. 

Equally  damaging  is  the  impact  the  proposal  will  have  on  the 
financial  stability  of  one  of  this  Nation's  great  resources — the  teaching 
hospital. 

In  our  t^'Stimony  we  have  chosen  to  coiament  on  the  following  three 
proposed  changes  in  the  medicare  program,  as  requested  by  the 
subcommittee : 

1.  The  7-percent  limitation  on  medicare  per  diem  reimbursement  for 
liospitals; 

2.  The  4-percent  limitation  on  medicare  reimbursement  increases  in 
customary  and  prevailing  physician  charges ;  and 

3.  A  coinsurance  payment  equal  to  10  percent  of  hospital  charges, 
a  maximum  $500  beneficiary  payment  for  coinsurance  on  covered 
hospital  routine  services  and  a  maximum  $250  payment  for  physician, 
part  B,  services. 

It  may  be  useful,  perhaps,  to  recall  that  the  original  mission  and 
purpose  for  which  title  XVIII,  medicare,  was  enacted  was  to  ^'insure 
adequate  medical  care  serAdces  to  those  over  G5  at  an  affordable  rate." 

As  originally  designed,  m^edicare  was  intended  to  meet  the  intensely 
serious  problem  of  providing  adequate  care  for  a  large  and  growing 
sector  of  the  population,  those  who  face  old  age,  fearful  of  the  finan- 
cial ravages  of  illness. 

President  Ford,  by  proposing  "caps''  on  hospital  reimbursement, 
has  unilaterally  singled  out  the  health  industry  for  price  controls. 
While  on  its  face  this  appears  like  a  relatively  simple  and  effective 
method  for  stabilizing  hospital  cost  increases,  it  actually  fails  to  ad- 
dress the  real  factors  behind  hospital  cost  inflation,  increases  in  the 
prices  of  goods  and  services  purchased. 
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An  American  Hospital  Association  study  of  the  components  of  hos- 
pital cost  inflation  indicated  that,  in  1969,  51.3  percent  of  the  in- 
creases in  hospital  expenses  per  adjusted  patient  day  was  due  to  an 
increase  in  the  quantity  of  ^oocls  and  services  purchased. 

Increases  in  the  cost  of  goods  and  services  contributed  only  11.7 
percent  of  the  overall  increase,  and  increases  in  personnel  and 
in  avera2:e  wages  contributed  14.3  and  22.7  percent,  respectively. 

By  1975,  however,  inflation  replaced  expansion  as  a  major  reason  for 
hosDital  cost  increases ;  44.8  percent  of  the  increase  in  cost  per  adjusted 
patient  day  was  due  to  increases  in  the  price  of  goods  and  services 
purchased. 

Increases  in  the  quantity  of  goods  purchased  contributed  only  11 
percent  of  the  overall  increase,  and  increases  in  personnel  and  average 
wages  contributed  the  remainder. 

In  other  words,  it  appears  that  the  largest  portion  of  hospital  cost 
increases  has  been  the  result  of  economj^wide  inflation  rather  than 
by  expansion  in  the  industry. 

Hospitals  and  the  health  industry  are,  as  you  know,  labor  intensive. 
A  recent  survey  of  the  Council  of  Teaching  Hospital  membership  has 
shown  that  61  percent  of  the  institutions'  budget,  on  the  average,  is 
comprised  of  personnel  costs. 

The  remaining  portion  of  the  hospital's  budget  is  for  nonwage 
expenses.  Since  nonprofit  hospitals  essentially  pass  through  the  costs 
of  goods  and  services  purchased,  the  current  rise  in  hospital  costs  is 
actually  a  cost-push  reflection  of  inflationary  trends  in  the  economy. 

As  the  prices  a  hospital  pays  for  fuel,  malpractice  insurance,  petro- 
leum-based medical  supplies,  labor  and  food  rise,  the  institutions  are 
forced  to  adjust  accordingly. 

Let  me  focus  for  just  one  moment  on  the  issue  of  malpractice  insur- 
ance premiums  and  take  a  local  case  in  point.  Georgetown  University 
Hospital  recently  announced  that  its  annual  malpractice  premium 
cost  had  increased  600  percent.  The  cost  of  care  has  risen  $30  per 
patient  day  due  to  malpractice  premium  increases  alone. 

This  hospital  is  not  unique,  and  in  fact,  has  a  particularly  good 
incident  record.  Yet,  in  order  to  continue  functioning,  Georgetown 
and  other  hospitals  are  being  forced  to  pay  high  malpractice  rates,  if 
they  can  obtain  coverage  at  all. 

I  don't  think  we  need  to  discuss  malpractice  problems  this  morning, 
but  the  issue  of  how  to  meet  this  cost  certainly  needs  recognition  in 
any  changes  in  medicare  reimbursement. 

Medicare  and  medicaid  alone  constitute  40  percent  of  the  average 
teaching  hospital's  patient  revenue.  Certainly,  it  can  be  expected  that 
medicaid  will  pay  no  more  than  medicare.  It  stands  to  reason,  there- 
fore, that  the  ceiling  has  the  effect  of  forcing  the  non-Federal  payers 
to  subsidize  the  m.eclical  care  for  the  aged. 

This,  in  itself,  is  blatantly  contrary  to  the  express  intent  of  the 
Medicare  Act  which  specifically  prohii3its  nonmedicare  patients  from 
contributing  to  the  cost  of  medical  services  for  medicare  patients. 

Controls  placed  on  increases  in  payments  the  hospital  receives  will 
cause  the  nonreimbursed  costs  associated  with  medicare  to  be  spread 
across  and  applied  to  nonmedicare  patients. 

The  magnitude  of  the  subsidization  is  startling  due  to  the  multiplier 
effect.  That  is,  the  few  patients  that  pay  hospital  charges  will  be  left 
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to  absorb  the  costs  which  a  hospital  incurs  above  the  7-percent  medi- 
care limitation. 

The  impact  on  this  small  segment  of  patients  will  consequently  be 
many  times  in  excess  of  the  cost  limitation  actually  imposed  on  the 
hospitalized  medicare  patient. 

According  to  the  President's  analysis,  an  estimated  $730  million  in 
hospital  insurance  payments  for  fiscal  1977  will  be  saved  as  a  result 
of  the  7-percent  limitation  of  annual  increases  in  hospital  per  diem 
payments. 

There  is  no  question,  however,  that  a  significant  proportion  of  these 
proposed  savings  will  occur  as  a  result  of  shifting  the  burden  to  the 
nonmedicare  patient.  One  cannot,  however,  completely  shift  the  bur- 
den without  considering  that  hospital  services  eventually  will  be 
reduced. 

Utilizing  the  measure  hospital  per  diem  payments  for  purposes  of 
instituting  a  7-percent  limitation  in  cost  increases,  has  significant 
implications. 

For  example,  through  the  efforts  of  effective  utilization  review, 
changes  in  medical  procedures  and  technology,  and  new  forms  of 
})roviding  medical  services,  hospitals  have  endeavored  to  reduce  the 
length  of  stay. 

For  community  hospitals,  the  average  length  of  stay  in  the  same 
period  has  declined  from  13.3  days  to  11.3  days.  The  industry  has  made 
a  determined  effort  to  better  utilize  its  assets  and  thus,  this  has  re- 
sulted in  a  shorter  length  of  stay  with  more  intensive  and  concen- 
trated medical  services. 

Increasing  tlie  intensiveness  in  a  reduced  period  of  time  will  result 
in  a  higher  cost-per-patient  day.  The  administration's  efforts  to  place 
an  arbitrary  limit  on  hospital  reimbursement,  using  the  costs-per- 
patient  day,  will  therefore  serve  to  act  as  a  disincentive  to  further 
reductions  in  the  average  length  of  stay. 

Given  the  President's  request  to  labor  that  wages  be  limited  to  a 
9-percent  increase,  it  must  be  concluded  that  hospitals  will  have  seri- 
ous difficulty  in  retaining  high-priced  skilled  personnel. 

There  is  no  reason  to  believe  that  the  administration's  prediction  of 
a  6.2-percent  inflation  rate  in  1977  is  valid.  Further,  it  is  certain  that 
there  are  factors  in  the  hospitals'  budget  that  will  surely  be  increasing 
significantly  above  this  level,  three  of  which  are  malpractice  premi- 
ums ;  the  cost  of  petroleum-based  medical  supplies ;  and  energy  costs. 

In  addition,  increases  in  hospital  costs  reflect  more  than  the  in- 
creased costs  of  goocls  and  services  which  I  have  mentioned.  The  intro- 
duction of  new  diagnostic  and  treatment  modalities,  resulting  from 
a  highly  productive  biomedical  research  effort,  adds  significantly  to 
rising  costs  in  hospitals. 

Because  teaching  hospitals  generally  introduce  these  new  ap- 
proaches to  medical  diagnosis  and  therapy,  and  have  a  higher  concen- 
tration of  costly  facilities,  the  fraction  of  the  increase  of  costs  relating 
to  advances  in  medicine  are  greater  than  in  the  average  hospital.  Thus, 
the  proposed  across-the-board  ceiling  on  increases  in  reimbursement 
rates,  which  reflects  the  cost  of  new  services  and  technology,  would 
especially  handicap  the  teaching  hospitals. 

The  administration's  proposal  also  provides  that  medicare  recognize 
no  more  than  a  4-percent  increase  in  reimbursable  customary  and  pre- 
vailing physician  charges. 

67-049—76  8 
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It  is  reasonable  to  assume  that  if  medicare  places  a  licl  on  payments 
that  reduces  the  physicians'  real  earning  the  physicians  wiirfind  it 
increasingly  difficult  to  accept  medicare  payments  on  an  assignment 
basis. 

The  total  number  of  claims  processed  by  m.edicare  under  assign- 
ment has  been  falling ;  in  1968,  59  percent  of  part  B  medicare  claims 
were  accepted  on  assignment  and  it  is  estimated  that  in  1975  it  will 
be  down  to  50  percent. 

A  reduction  in  assignment  means  that  more  medicare  beneficiaries 
will  suffer  out-of-pocket  losses.  For  many  of  these  aged  indivduals 
this  is  a  particularly  unfair  burden.  Since  the  elderly  are  already 
paying  a  substantial  portion  of  their  income — about  9  percent  in 
1974 — for  health  care  services,  we  question  how  they  will  be  able  to 
absorb  any  further  increase. 

The  President's  proposal  seeks  to  require  that  medicare  beneficiaries 
pay  a  coinsurance  equal  to  10  percent  of  the  hospital  charges  in  addi- 
tion to  the  present  inpatient  hospital  deductible  of  $104  per  stay. 

At  the  current  time,  there  is  no  coinsurance  in  medicare  part  A 
for  the  first  60  days.  Under  the  present  sj^stem,  medicare  picks  up  the 
total  costs  of  medicare  covered  services  for  the  first  60  days  of 
hospitalization.^ 

The  administration's  proposal  is  designed  to  achieve  cost  savings 
and  to  improve  patient  incentives  for  economical  use  of  health  services, 
^yiiat  occurs  in  reality  is  a  disproportionate  increase  in  the  out-of- 
pocket  expenses  which  the  average  beneficiary  will  be  forced  to  pay. 

The  $500  per  year  limitation  on  beneficiary  cost  sharing  is  intro- 
duced to  protect  aged  patients  from  catastrophic  medical  costs.  How- 
ever, those  that  will  be  able  to  utilize  the  protection  represent  less 
than  0.5  percent  of  the  total  medicare  beneficiaries. 

The  large  majoritv  of  recipients  will  actually  incur  higher  costs 
for  hospitalization.  Therefore,  the  proposal  seeks  to  impose  a  greater 
liability  on  medicare  recipients  in  order  to  achieve  a  cost  saving  for 
the  trust  fund. 

According  to  the  Social  Security  Administration,  the  average 
recipient  utilizes  approximately  17  days  of  covered  services  per  year. 

Under  the  present  system,  99.3  percent  of  the  medicare  recipients 
pay  only  $104  per  stay  ^ — the  amount  which  represents  the  average 
of  one  day  of  hospitalization. 

Tender  the  President's  proposal,  each  beneficiary,  on  the  average 
will  incur  an  additional  liability  for  hospitalization  of  $166  for  a 
total  of  $270  per  je^.r.  The  impact  is  in  effect  a  61-percent  increase  in 
cosharing  per  hospitalized  beneficiary. 

One  result  of  the  medicare  10-percent  coinsurance  will  be  to  increase 
hospital  bad  debts  and  uncollectibles.  The  elderly,  many  of  whom  live 
on  a  fixed  incom-e,  are  alreadv  feelinsf  the  effects  of  the  recent  inflation. 
It  is  difficult  to  understand  how  this  population  group  can  absorb 
any  more  increases  in  the  health  care  out-of-pocket  costs. 

Additionally,  the  10-percent  coinsurance  mav  increase  the  number 
of  indicrent  aged  who  require  medicaid  assistance  in  addition  to 
medicare. 


1  From  the  eist  dny  through  the  90th  day  the  beneflciary  pays  $26  per  day ;  the  90th 
dav  throiieh  the  150th  day  the  beneficiary  Days  $52  ner  day. 

2  The  average  medicare  beneficiary  has  one  spell  of  illness  per  calendar  year. 
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Thus,  tlie  States  will  be  expected  to  increase  the  Dortion  of  medicaid 
costs  they  already  pay.  With  the  decreasing  ayailability  of  financial 
resources  at  the  State  leyel,  it  is  likely  that  reductions  in  health  serv- 
ices will  follow. 

As  a  final  matter,  I  think  we  should  reflect  upon  the  fact  that 
elaborate  Goyernment  mechanisms  have  been  established  in  order  to 
achieve  economies  in  the  health  care  industry. 

For  example,  the  National  Health  Planning  Resources  Develop- 
ment Act  of  1974.  Public  Law  93-641,  seeks  to  limit  and  rationalize 
tlie  construction  of  new  health  facilities. 

All  of  us  agree  that  the  costs  of  maintaining  underutilized  facilities 
and  duplicate  capacity  are  wasteful  and  one  cause  of  increasing  costs. 

At  the  rrioment,  however,  the  implementation  of  this  law  suffers 
from  a  lack  of  leadership  as  well  as  inadequate  funding. 

Another  mechanism  which  is  bein.o;  implemented  is  the  Professional 
Standards  Review  Oro;anization.  PSPvO's  were  developed  for  the 
purpose  of  assuring  efficient  and  effective  medical  care. 

While  not  originally  proposed  or  conceived  primarily  as  a  cost  con- 
trol mechanism,  PSPO's  and  utilization  review  have  reduced  unneces- 
sary utilization  of  hospital  beds,  thereby  resulting  in  reduced  costs 
for  medicare  and  medicaid  beneficiaries. 

At  present,  the  full  PSRO  network  has  not  been  put  in  place  and 
it  also  suffers  from  a  doubtful  future.  If  Conp^ress  seriously  intends 
to  rely  upon  this  program,  it  should  be  assured  of  adequate  support. 

Additioiial  forms  of  cost  control  which  have  been  initiated  at  the 
State  level  are  the  rate  review  and  prospective  payment  experiments. 
Those  various  programs  are  relatively  untested. 

The  Association  of  American  ^ledical  Colleges  appears  before  you 
today  not  only  to  object  to  the  President's  bad.oi:et  proposals,  but 
also  to  request  that  hospitals  and  the  private  sector  be  given  an  oppor- 
tunity to  work  within  existinsr  programs. 

Various  attempts,  both  direct  and  indirect,  at  controlling  health 
care  costs  have  been  implemented  in  the  last  3  years  by  the  States, 
the  Federal  Government,  and  voluntarily  by  the  private  health  sector 
itsplf. 

!Manv  of  the=:e  pro.<rrams  share  two  ("ommon  characteristics :  thev  are 
most  difficult  to  implement  and  they  have  not  been  afforded  a  full  op- 
portunity to  determine  if  they  can  meet  their  obiectives. 

We  appreciate  this  opportunity  to  appear  before  you  today  and 
thank  vou  for  your  time. 

Mr.  RosTEXKowsKT.  I  want  to  thank  you,  Dr.  Thompson,  for  a  very 
good  statement. 

Are  there  any  questions  of  the  witness? 

Mr.  Cotter.  Yes,  Mr.  Chairman. 

Mr.  RosTEXKowsKi.  Mr.  Cotter. 

]Vrr.  Cotter.  Thank  you,  I\h\  Chairman. 

Doctor,  what  is  the  average  annual  increase  in  the  cost  of  university- 
connected  hospitals? 

Dr.  TiTOMPSox.  I  don't  have  the  most  recent  figures. 

Mr.  Cotter.  Can  you  give  me  like  a  10-year  period? 

Dr.  TnoMPSOx.  It  has  varied  a  good  deal.  Perhaps  Dr.  Knapp  has 
more  information. 

Dr.  KxAPP.  As  best  our  data  can  tell  us,  they  have  been  somewhere 
in  the  area  of  15  to  20  percent  higher  than  the  average  community 
hospital. 


110 


We  would  be  glad  to  submit  that. 

Mr.  CoiTER.  Fifteen  or  20  percent  higher  than  the  average  commu- 
nity hospital? 

Dr.  Knapp.  I  can  submit  the  material  for  the  record. 
Mr.  CoTiTiR.  Yes ;  if  you  would. 
Without  objection,  Mr.  Chairman? 
Mr.  RosTENKOwsKi.  That  will  be  fine. 
[The  information  follows:] 

Association  of  Aaierican  Medical  Colleges, 

Washington,  D.C.,  Fehruary  21,  1070. 

Hon.  William  R.  Cotter, 
U.S.  House  of  Representatives, 
Wasli'myton,  D.C. 

Dear  Mr.  Cotter:  Following  testimony  on  February  10,  197G,  by  David  D. 
Thompson,  M.D.,  before  the  Subcommittee  on  Health  of  the  House  Ways  and 
Means  Committee,  you  requested  data  comparing  costs  of  "university"  hospitals 
to  community  hospitals.  There  are  sixty-three  hospitals  in  the  United  States 
which  are  owned  or  operated  by  universities  similar  to  the  arrangement  at  the 
University  of  Connecticut  Health  Center, 

All  of  these  sixty-three  university  hospitals  and  an  additional  333  major 
teaching  hospitals  comprise  the  membership  of  the  Council  of  Teaching  Hospitals 
(COTH)  of  the  Association  of  American  Medical  Colleges.  There  are  a  number 
of  dimensions  which  characterize  the  unique  nature  of  these  teaching  hospitals 
and  these  features  as  noted  below,  are  worth  reviewing :  The  size  and  scope  of 
the  intern  and  resident  staft ;  the  number  of  fellowship  positions ;  the  extent 
to  which  the  full  range  of  clerkships  is  offered  to  undergraduate  medical  stu- 
dents ;  the  number  and  scope  of  allied  health  education  programs  sponsored 
by  the  hospital  or  in  which  the  hospital  participates ;  the  volume  of  research  un- 
dertaken ;  the  extent  to  whicli  the  medical  faculty  is  integrated  with  the  hos- 
pital medical  staff  in  terms  of  faculty  appointments ;  the  nature  and  substance 
of  the  medical  school  affiliation  arrangement;  the  appointment  of  full-time 
salaried  chiefs-of -service ;  the  number  of  full-time  salaried  physicians ;  the  num- 
ber of  special  service  programs  offered,  e.g.,  neonatal  care  units,  pediatric  eval- 
uation centers  or  renal  dialysis  units;  the  level  of  complexity  demonstrated  by 
the  diagnostic  mix  of  patients ;  the  staffing  pattern  and  ratios  resulting  from 
the  distinctive  patient  mix;  the  scope  and  intensity  of  laboratory  and  X-ray 
services ;  and  the  financial  arrangements  and  volume  of  service  rendered  in  out- 
patient clinics. 

Individual  teaching  hospitals  demonstrate  each  of  these  characteristics  in 
varying  degrees  as  exhibited  in  Table  I  (attached).  As  noted,  90  percent  of  the 
COTH  members  have  an  intensive  care  unit  as  compared  to  60  percent  of  all  non- 
Federal,  short-term,  general  hospitals.  Additionally,  97  percent  of  the  COTH 
members  have  social  work  departments  compared  to  46  percent  of  all  community 
hospitals  with  such  facilities;  73  percent  of  the  COTH  members  have  renal  di- 
alysis units  compared  to  12  percent  for  all  community  hospitals.  It  is  the  scope 
and  intensity  of  care  reflected  in  the  provision  of  these  services  as  well  as  the 
combination  of  unique  features  recounted  above  which  result  in  the  higher  costs 
of  teaching  hospitals. 

These  institutions  produce  a  different  product  in  terms  of  patient  care  and 
professional  service  while  serving  as  the  environment  for  the  conduct  of  clinical 
research  and  the  education  of  future  physicians  and  other  health  care  personnel. 
Table  II  (attached)  portrays  the  fact  that  these  303  major  teaching  hospitals 
(non-Federal,  short-term)  comprise  approximately  five  percent  of  the  nation's 
hospitals,  while  training  sixty  percent  of  the  nation's  interns  and  residents  and 
45  percent  of  all  other  health  care  professionals. 

Tables  III  and  IV  present  recent  trends  in  hospital  costs  for  hospitals  which 
participate  in  the  Hospital  Administrative  Service  Program  of  the  American 
Hospital  Association  (AHA).  Table  III  arrays  expenses  per  patient  day  for  the 
years  1971-73.  The  teaching  hospitals  in  this  particular  analysis  include  329 
hospitals  which  have  a  major  affiliation  with  a  college  of  medicine. 
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The  table  reveals  a  difference  of  $31.68  in  1971  and  $35.48  in  1973  between  the 
expenses  per  patient  day  for  teaching  hospitals  and  the  community  hospitals  over 
400  beds.  The  difference  remains  quite  close  to  29  percent  for  ail  three  years, 
although  the  rate  of  increase  for  teaching  hospitals  decreased  from  8.7  percent 
for  1971-72  to  4.9  percent  for  1972-73. 

A  basic  problem  with  relating  expenses  to  patient  days  is  that  it  provides 
only  a  static  picture  of  hospital  unit  costs.  By  not  accounting  for  intensity 
changes  and  patient  length  of  stay  variations,  historical  comparisons  of  per  diem 
costs  are  subject  to  substantial  distortion.  For  example,  if  the  number  of  ad- 
missions remained  constant  and  the  length  of  stay  decreased  over  time,  expenses 
per  patient  day  would  increase,  although  expenses  per  admission  may  remain 
the  same  or  may,  in  fact,  decrease.  Consequently,  comparisons  made  with  per 
diem  hospital  cost  measures  would  present  an  inflated  picture  of  cost  increases. 

AVe  are  in  the  process  of  compiling  a  wide  array  of  data  which  hopefully 
will  provide  a  historical  and  contemporary  statistical  profile  of  teaching  hos- 
pitals as  they  compare  to  community  hospitals.  We  will  submit  additional  data 
and  analysis  to  you  as  it  becomes  available. 

I  do  hope  the  documentation  enclosed  with  this  letter  sufficiently  addresses 
the  question  you  raised  on  February  10.  I  would  appreciate  your  ensuring  that 
a  copy  of  this  letter  becomes  a  part  of  the  record  of  that  hearing  and  our 
testimony. 

Sincerely, 

Richard  M.  Knapp,  Ph.  D., 
Director,  Department  of  Teaching  Hospitals. 

Attachments. 

TABLE  I.-COMPARISON  OF  COUNCIL  OF  TEACHING  HOSPITALS  (COTH)  WITH  ALL  HOSPITALSi  LISTED  IN  AHA 

DIRECTORY,  1974 


Special  facilities 

  Percent  of  Percent  of 

COTH  COTH  with  AHA  with 

Category                                                 COTH           AHA        -=-AHA  facilities  facilities 


1.  Intensive  care  unit    292  3,601  8.1  96  60 

2.  Intensive  cardiac  care  unit   245  1,936  12.7  81  32 

3.  open  heart  surgical  facilities.--.   217  490  44.3  72  8 

4.  X-ray  therapy...    267  1,804  14.8  88  30 

5.  Cobalt  therapy     200  763  26.2  66  13 

6.  Radiation  therapy..    258  1,408  18.3  85  24 

7.  Histology  lab    288  2,793  10.3  95  47 

8.  Organ  bank   65  161  41.0  22  3 

9.  Blood  bank    287  3,548  8.1  95  59 

10.  EEC    296  2,370  12.5  98  40 

11.  inhalation  therapy.    294  4,166  7.1  97  70 

12.  Premature  nursery    244  2,078  11.7  81  35 

13.  Self  care  unit-...    51  179  28.5  17  3 

14.  Extended  care  unit---     26  655  4.0  9  11 

15.  Inpatient  renal  dialysis   -   220  690  31.9  73  12 

16.  Outpatient  renal  dialysis   179  573  31.2  59  10 

17.  Physical  therapy   -.-    296  4,059  7.3  98  68 

18.  Occupational  therapy.    -  215  1,063  20.2  71  18 

19.  Rehabilitation  inpatient  unit    92  301  30.6  30  5 

20.  Rehabilitation  outpatient  unit    138  430  29.8  42  7 

21.  Psychiatric  inpatient  unit     190  949  20.0  63  16 

22.  Psychiatric  outpatient  unit     198  644  30.7  65  11 

23.  Psychiatric  partial  hospitalization   111  452  24.6  37  8 

24.  Psychiatric  emergency  services   197  1,030  19.1  65  17 

25.  Psychiatric  home  care-.-  --    22  50  44.0  7  8 

26.  Social  work  department   295  2,742  10.8  97  46 

27.  Family  practice     129  382  33.8  43  6 

28.  Home  care   74  350  21.1  24  6 

29.  Emergency  deoartment     289  4,820  6.0  95  81 

30.  Diagnostic  radioisotope  facility     290  2,720  10.7  96  46 

31.  Therapeutic  radioisotope  facility--  --.  254  1,317  19.3  84  22 

32.  Burn  care  unit   69  155  44.5  23  3 

33.  Organized  outpatient  department   283  1,427  19.8  94  24 

34.  Inpatient  abortion  service   131  1,066  12.3  43  18 

35.  Outpatient  abortion  service   72  495  14. 5  24  8 


1  Non-Federal  short-term  hospitals. 

Source:  From  the  records  of  the  AHA's  "Annual  Survey  of  Hospitals,  1974.' 
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TABLE  II.— COMPARISON  OF  COTH  WITH  ALL  HOSPITALS  i  LISTED  IN  AHA  DIRECTORY,  1974 

COTH-AHA 

Category  COTH  AHA  (percent) 
Hospital  utilization: 

1.  Hospitals...      2  303  5,977  5.1 

2.  Total  beds..      170,363  931,000  18.3 

3.  Total  admissions      5,269,616  32,943,000  16.0 

4.  Inpatient  days       4S,  071, 937  255,761,553  19.2 

5.  Average  daily  census..    134,144  701,000  19.2 

6.  Percent  occupancy...       78.9  75.3  ..  

7.  Average  length  of  stay    9.3  7.8.   

8.  Emergency  room  visits.   10,720,289  67,056,890  16.0 

9.  Nonemergency  room  visits    29,778,372  127,781,424  23.3 

10.  Total  outpatient  visits    40,753,042  194,838,314  21.0 

11.  Emergency  room  visits  per  bed..   63  72    

12.  Total  surgical  operations    2,812,705  16,216,735  17.3 

13.  Surgical  operations  percent  admissions    52  49    

14.  Intensive  care  beds....    5,123  29,113  17.6 

15.  Intensive  cardiac  beds    2,007  11,776  17.0 

16.  Self-care  beds     1,539  4,447  34.6 

17.  Extended  care  beds      1,380  29,041  4.8 

18.  inpatient  rehabilitation  beds      2,880  8,254  34.9 

19.  Inpatient  psychiatric  beds   9,513  30,822  30.9 

20.  Home  care  visits.   374,575  1,514,930  22.5 

Personnel  and  payroll: 

1.  Total  payroll  (thousands)...     $4,179,503  $17,861,000  23.4 

2.  Total  all  expenses  (thousands)     $6, 813, 761  $32,  751,  000                 20. 8 

3.  Percent  payroll/expenses     61.1  54.5  

4.  Physicians,  full-time  equivalent     12,186  28,682  42.5 

5.  Interns  and  residents  (PTE)    32,  756  54, 168                 60.  5 

6.  Other  trainees  (PTE)     10,290  22,574  45.6 

7.  Total  personnel  (PTE)     528,812  2,288,721  14.0 

J  Non-Federal  short-term  hospitals. 

'  The  difference  between  the  396  COTH  members  (333  plus  63  university-ow/ned)  referenced  in  the  letter  and  the  303 

reported  here  is  due  to  "nonreporting"  institutions  and  the  fact  that  this  table  excludes  Federal  (Veterans'  Administration 
and  other)  hospitals  as  well  as  long-term  facilities. 

Source:  From  the  records  of  the  AHA's  "Annua!  Survey  of  Hospitals,  1974." 

TABLE  III.— EXPENSES  PER  PATIENT  DAY  (RCCAC)  FOR  THE  3  MO  ENDING  MARCH  1971,  1972,  1973 

RCCAC  Percentage  change 


Bed  size  category                                1973              1972              1S71  1972-73  1971-72 

Under  50  beds                                          ?66.29           $60.24           $55.38  10.0  8.8 

50-74  beds                                                   68.72             64.21             57.00  7.0  12.6 

75-99  beds.                                                 75.29             70.34             64.37  7.0  9.3 

100-149  beds....                                          76.92             70.91             65.91  8.5  7.6 

150-199  beds                                                 85.39             78.71             70.95  8.5  10.9 

200-299  beds                                                88.63             82.99             74.57  6.8  11.3 

300  to  399  beds                                            90.84             86.18             77.70  5.4  10.9 

Over  400  beds                                               91.48             86.05             79.65  6.3  8.0 

Teaching                                                 126.95           121.02           111.33  4.9  8.7 

TABLE  IV.— AVERAGE  LENGTH  OF  STAY,  MEDICAL  AND  SURGICAL  ADMISSIONS  FOR  THE  3  MONTHS  ENDING 

MARCH  1972,  1973 

Length  of  stay  Percentage 

  change 

1973  1972  1972-73 

Under  50  beds                                                                                      6.6  6.8  -2.9 

50  to  74  beds..                                                                                   6.9  7.2  -4.2 

75  to  99  beds...                                                                                 7.0  7.1  -1.4 

100  to  149  beds..                                                                                7.3  7.6  -3.9 

150  to  199  beds.                                                                   ..              7.5  7.8  -3.8 

200  to  299  beds..                                                                                  7.8  8.0  -2.5 

300  to  399  beds                                                                                 8.4  8.5  -1.2 

Over  400  beds                                                                                   8.8  9.1  -3.3 

Teaching..                                                                                   9.6  10.1  -5.0 


Source:  "Hospitals,"  Journal  of  the  American  Hospital  Association,  vol.  47,  No.  16,  Aug.  16,  1973. 
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Mr.  Cotter.  Doctor,  as  I  recall,  the  average  per-day  hospital  cost  in  a 
university  hospital  is  somewhat  higher  than  the  community  hospital. 
Is  this  correct  ? 

Dr.  Thompsox.  Yes. 

]Mr.  Cotter.  How  much  ?  Can  vou  sive  me  an  estimate  ? 
Dr.  Thompson.  How  much  greater  ? 
Mr.  Cotter.  Yes. 

Dr.  Thompsox.  I  think,  as  I  recall  statistics  on  that,  it  is  generally 
found  to  be  somevrhere  around  20  to  25  percent  higher  than  the  average 
hospital. 

Mr.  Cotter.  Is  this  caused  by  the  necessity  of  financing  of  research? 

Dr.  Thompsox.  I  think  it  has  primarily  to  do  Avith  the  nature  of  the 
patient  population.  The  teaching  hospitals  tend  to  be  the  large  tertiary 
care  institutions  which  serve  patients  from  large  geographic  areas  who 
have  more  complex  and  multiple  diagnostic  problems — to  wit,  open 
heart  surgery,  kidney  dialysis,  transplantation,  neonatal  care,  and 
the  like. 

Mr.  Cotter.  Do  you  have  a  higher  percentage  of  medicare  and  medi- 
caid patients,  too  ( 

Dr.  Thompsox.  The  average  of  40  percent  given  here  for  hospitals, 
at  least  in  my  experience,  is  about  the  same  as  we  see  in  the  teaching 
hospitals. 

Mr.  Cotter.  "What  restraints  are  imposed  upon  these  university 
hospitals  to  keep  their  costs  down  ? 

Before  I  get  to  that,  we  have  had  an  awful  experience  in  Connecti- 
cut. I  don't  know  whether  you  are  familiar  Avith  the  University  of 
Connecticut. 

I  can  recall  very  well  when  it  was  first  proposed  back  in  1961,  it  was 
going  to  cost  $21  million.  The  final  costs  are  not  in  yet  but  already 
we  are  over  $135  million. 

The  energy  bill  alone  is  $5  million  a  year  just  to  heat  and  air  condi- 
tion the  physical  plant. 

You  Ivuow,  this  just  seems  horrendous  and  the  taxpayer  is  forced  to 
pay.  AVhat  restraints  are  against  things  of  this  nature  ? 

I  am  looking  for  the  best  medicine  and  the  best  teaching  facilities, 
but  this  is  outlandish. 

Dr.  Tho:mpsox.  There  is  no  question  but  what  the  costs  are  not  re- 
stricted to  Connecticut,  as  you  know,  and  costs  have  risen. 

It  seems,  as  ]\Ir.  McMahon  said  earlier  

Mr.  Cotter.  But  600  percent  ? 

Dr.  Thompsox  [continuing].  Those  items  wliicli  we  seem  to  have  to 
purchase  for  some  reason  or  another  rise  higher  than  the  average 
economy  and  then,  you  have  such  things  as  malpractice,  which,  thank 
God,  nobody  else  has  to  deal  with. 

Mr.  Cotter.  But  they  have  like  40  percent  utilization  out  there. 

Dr.  Tno^rpsoN.  I  would  say  that  in  terms  of  the  economies  there  is 
no  doubt  that  we  have  to  avoid  underutilization  whether  it  be  hospital 
beds  or  anything;  we  must  avoid  duplication,  clearly.  Care  is  more 
and  more  expensive  as  we  all  know,  so  we  have  to  pay  more  attention 
not  to  duplicate  and  indeed  one  sees  evidence  of  this  all  the  time  with 
development  of  the  various  regional  associations  or  commissions,  such 
as  in  your  State,  which  are  looking  very  carefully  at  these  things. 

^Ir.  Cotter.  Yes,  the  Hospital  Cost  Commission  is  doing  a  veiy 
excellent  job  in  Connecticut  but  they  can  just  not  get  a  handle  on  this 
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one.  As  a  matter  of  fact,  there  is  a  proposal  before  the  legislature  to 
shut  down  the  hospital  part  of  it  and  honestly  and  truly  I  would  have 
to  support  it. 

Dr.  Thompson.  In  the  last  analysis  good  medical  care  is  expensive. 
Mr.  Cotter.  True,  but  we  also  had  one  of  the  finest  hospitals  in  the 
country  right  in  Hartford  which  does  superb  work. 
Dr.  TiroMPSox.  Yes,  sir. 

Mr.  Cotter.  I  shouldn't  be  getting  into  this.  It  is  a  parochial 
consideration. 

Dr.  Thompson.  I  agree  with  3'ou,  though.  I  know  it  well. 
Mr.  Cotter.  Thank  you. 

Mr.  RosTEXKOwsKi.  Are  there  any  further  questions  of  the  witness  ? 
Mrs.  Keys? 

Mrs.  Keys.  One  question,  sir:  Would  you  say  that  the  teaching 
hospital  perhaps  has  less  patients  than  other  hospitals  who  could  better 
be  treated  outside  if  we  had  a  system  which  encouraged  alternative 
methods  of  health  delivery  ? 

Dr.  Thompson.  I  think  it  is  generally  true  that  the  teaching  hospitals 
tend  to  have  the  sicker  patients  and  more  complicated  problems. 

Increasingly,  I  would  say,  they  are  being  used  as  referral  sources  for 
these  complicated  problems.  It  makes  a  lot  of  sense,  it  fits  in  w^ith 
regional  planning. 

So,  I  think  gerally  speaking  I  would  agree  and  say  yes  in  answer  to 
your  question. 

Mrs.  Keys.  I  am  particularly  interested  in  this  aspect  of  changing* 
the  system  and  I  couldn't  help  but  think  when  you  gave  the  figures 
that  the  average  of  40  percent  of  medicare  patients — I  have  hospitals 
in  my  district.  We  have  an  area  wliich  does  have  extremely  high  older 
citizen  population,  in  fact,  some  of  the  highest  in  the  countr\^  oven 
rating  with  the  known  spots  to  which  older  citizens  tend  to  migrate  to 
retire. 

We  have  hospitals  that  have  over  55  percent;  I  had  a  hospital, 
administrator  in  my  office  last  week  telling  me  they  have  65  percent  of 
patients  on  medicare  and  many  of  our  hospitals  routinely  run  right  at 
50  percent  or  a  little  above. 

So,  you  can  imagine  what  these  changes  would  do  to  the  stability 
of  their  budget  system. 

Dr.  Thompson.  It  would  be  catastrophic  to  the  hospital  just  like  to 
the  beneflciarv^ 

Mrs.  Keys.  Eight. 

Thank  you  vei"y  much. 

Mr.  RosTENKowsKi.  Thank  you,  Dr.  Thompson. 
Welcome  to  the  committee,  gentlemen.  If  you  would  identify  your- 
selves and  your  association,  you  may  proceed  with  your  testimony. 

STATEMENT  OF  CHAELES  D.  PHILLIPS,  PRESIDENT,  AMERICAN 
PROTESTANT  HOSPITAL  ASSOCIATION;  ACCOMPANIED  BY  KEN- 
NETH WILLIAMSON,  WASHINGTON  APPAIRS  CONSULTANT 

Mr.  Phillips.  Mr.  Chairman,  I  am  Charles  Phillips,  president  of  the 
American  Protestant  Hospital  Association.  With  me  is  Kenneth 
Williamson,  consultant  on  Washington  affairs. 

The  American  Protestant  Hospital  Association  represents  some  265 
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Protestant  affiliated  health  care  facilities,  homes  for  the  aging, 
agencies  and  1,600  personal  members  nationwide. 

The  national  office  of  the  association  is  at  840  Xorth  Lake  Shore 
Drive.  Chicago,  111. 

Mr.  Chairman,  in  the  interests  of  time  I  may  take  excerpts  from  the 
statement  but  I  ask  that  the  entire  statement  be  submitted  for  the 
record. 

■Mr.  RosTEXKowsKi.  Your  entire  statement  will  be  inserted  in  the 
record. 

Mr.  Phillips.  Mr.  Chairman,  this  committee  may  have  under  con- 
sideration several  matters  which  are  of  very  serious  concern  to  health 
care  institutions. 

The  proposal  to  move  medicaid  into  a  central  bloc  grant  to  the 
States  gives  rise  to  a  number  of  critical  questions.  The  past  history  of 
the  States  in  providing  services  to  the  poor  and  the  medically  poor 
is  not  at  all  promisino-  for  the  success  of  future  programs. 

A  large  flow  of  Federal  dollars  and  strong  Federal  reouirements 
were  necessary  to  get  man^^  States  to  take  any  serious  action. 

The  hospitals  of  this  Xation  are  certainly  in  no  position  to  absorb 
any  gap  l3etween  what  the  States  decide  to  pay  for  care  and  the  cost  of 
providing  the  care. 

If  you  will  just  consider  what  is  happening  right  now  in  several 
States  in  which  very  substantial  cutbacks  are  being  made  in  the  funds 
available  for  such  pi'ograms.  you  will  get  a  perspective  as  to  why  the 
health  care  providers  of  this  Nation  are  concei'ned. 

Another  ver\'  orrave  concern  of  the  health  care  industiT  is  the  pnst 
historv  of  HEW  and  SSA  ^A'hich  reflects  numerous  unfair  and  in- 
equitable cases  of  rulemxaking  which  adversely  affect  the  ability  to 
deliver  health  care. 

Their  public  position  that  implies  that  health  care  can  be  proAdded 
to  more  people  and  to  a  greater  extent  with  hi.ofher  quality  at  a  lower 
cost  is  just  absolutely  unrealistic  and  unacceptable. 

Our  members  are  very  concerned  by  the  emphasis  given  on  the  part 
of  the  Federal  Government  to  savins:  Federal  dollars  and  to  the  all- 
encompassin.o-  desire  to  have  the  Federal  budsfet  look  o-ood.  The  plain 
fact  is  that  there  can  be  no  reducing  of  the  Federal  dollars  if  the  care 
needed  by  the  elderly  is  provided. 

The  American  Protestant  Hospital  Association  is  opposed  to  each 
of  the  proposed  changes  in  the  medicare  program  offered  by  the 
administration. 

Its  impact  on  the  economic  condition  of  the  aging,  as  well  as  that 
of  the  hospitals  of  the  Nation,  will  be  a  negative  one. 

Estimates  are  that  onlv  25,000  medicare  recipients  will  benefit  from 
the  ceilin/z"  on  hospital  bills  and  1.5  million  from  the  ceiling  on  doctor 
bills,  while  25  million  elderly  will  have  to  pay  more  for  hospital  bene- 
fits under  the  coinsurance  provision. 

Senator  Clark  recently  asserted  that  today  medicare  covers  only 
about  38  percent  of  senior  citizens'  health  care  expenses,  a  drop  from 
45  percent  just  a  few  years  ago. 

The  proposals,  if  enacted,  would  constitute  a  most  regressive  form 
of  taxation  and  an  intolerable  burden  upon  segment  of  the  population 
which  can  least  afford  such  an  increase. 

My  statement  will  deal  primarilv  with  the  proposed  limit  of  a  7- 
percent  increase  annually  in  hospital  per  diem  reimbursable  costs.  Such 
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proposal  seems  blatantly  inequitable.  Before  commenting  further  on 
the  current  proposal.  I  want,  just  for  the  record,  to  mention  some  of 
the  other  inequities  which  have  been  imposed  upon  health  care  pro- 
viders under  the  medicare-meclicaid  program  and  which  heighten  our 
concern  about  the  future. 

I  am  not  going  to  read  those,  Mr.  Chairman.  I  put  them  there  simply 
for  the  record.  I  will  move  past  that  to  the  middle  of  the  following 
page. 

I  bring  these  past  actions  to  your  attention  to  demonstrate  the  fact 
that  health  care  providers  and  other  payors  have  been  given  inequita- 
ble treatment  which  continues  to  cause  difficulties  in  providing  health 
care. 

I  repeat  that  the  consistent  purpose  in  these  actions  by  Government 
is  to  reduce  payments  for  services  to  providers  of  health  care. 

I  want  to  quote  from  the  statement  of  Juan  Fernandez  of  Louis- 
ville, Ky. 

We  have  made  an  analysis  of  the  impact  of  various  reduction  in  the  medicare 
program  upon  our  operation  and  found  that  in  our  institution,  medicare  patients 
are  receiving  about  27  percent  of  all  the  services  provided  by  us  but  only  are 
paying  about  23  percent  of  the  total  revenue  received. 

That  statement  shows  what  is  happening  and  how  the  financing  of 
health  services  through  governmental  programs  is  eroding  the  finan- 
cial position  of  health  care  institutions.  The  programs  do  not  recog- 
nize the  need  for  working  capital  which  is  the  lifeblood  required  if  an 
institution  is  to  continue  to  operate. 

My  comments  now  are  addressed  specifically  to  the  proposal  to  set 
a  ceiling  of  7  percent  on  reimbursement  of  costs  for  medicare  patients. 

The  primary  question  is  what  this  will  do  to  the  operation  of  hos- 
pitals and  other  health  care  facilities  and  their  ability  to  serve 
the  people. 

The  crucial  question  is  not  always  and  only  whether  hospitals  can 
survive  financially.  They  can  close  beds,  they  can  terminate  services, 
they  can  lay  off  employees,  and  they  can  take  action  to  constrict 
their  whole  operation  in  relationship  to  less  available  dollars. 

The  hard  question  is  how  to  keep  hospitals  viable  so  they  can  meet 
the  needs  of  the  public. 

This  proposal  is  cause  for  even  greater  concern  in  the  light  of  the 
economic  conditions  likely  to  be  experienced  during  the  time  of  its 
implementation. 

On  its  face  such  a  proposal  is  inequitable,  unfair,  and  restrictive. 
However,  to  subject  the  health  industry  to  limitations  not  imposed 
upon  other  sectors  of  the  economy  is  disastrous. 

Granted,  the  industry,  particularly  hospitals,  have  large  amounts 
of  fixed  costs  built  into  their  operations  which  will  not  be  subject 
to  price  fluctuations,  such  as  depreciation,  interest  on  mortgages, 
rental  and  leases  of  equipment  and/or  facilities  and  a  portion  of  other 
semivariable  expenditures. 

However,  the  increases  that  are  takiufr  place  at  the  present  time 
on  some  of  the  more  variable  expense  items  such  as  insurance  pre- 
miums, wages,  et  cetera,  are  so  large  and  uncontrollable  by  hospitals 
that  to  assume  our  institutions  can  exercise  control  upon  them  is 
suicidal. 

Aarain,  I  quote  from  a  communication  of  Joe  McDonald^  director 
of  finance  at  St.  Anthony  Hospital,  Louisville  =  Ky. 
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This  proposed  limitation  is  both  unrealistic  and  irresponsible. 

It  is  unrealistic  because  hospitals  as  well  as  other  businesses,  and  in  many 
cases  more  so  than  other  businesses,  are  experiencing  inflation  rates  well  in 
excess  of  7  percent.  Examples  of  some  of  the  cost  increases  our  hospital  will 
incur  next  year  are  : 

(1)  Malpractice  insurance  will  rise  from  $150,000  to  over  $300,000— an  in- 
crease of  over  100  percent. 

(  2)  Utilities  from  $220,000  to  $330,000— an  increase  of  over  50  percent. 

(3)  Salaries  will  increase  from  $6  million  to  $6.5  million — an  increase  of  8 
percent. 

(4)  Drugs  and  medical  supplies  will  increase  from  $1.8  million  to  $2.1  mil- 
lion— an  increase  of  17  percent. 

In  aggregate,  our  total  per  diem  cost  of  medicare  will  increase  from  $120 
to  $140,  a  net  increase  of  over  16  percent. 

These  increases  are  in  spite  of  ongoinir  cost  containment  measures, 
wherein  ^^e  have  reduced  our  totar  staffing  complement  by  over  10 
percent  in  the  past  year  and  expect  to  reduce  it  even  further  in  the 
coming  year,  as  well  as  the  continued  practice  of  adopting  more  ef- 
ficient and  modern  management  techniques. 

The  increase  in  malpractice  insurance  costs  for  most  hospitals  ex- 
ceeds by  far  that  100  percent  experienced  by  St.  Anthony.  In  some 
cases  the  increase  has  been  astronomical. 

^  Increases  in  labor  costs  in  such  a  labor-intensive  industry  will  con- 
tinue to  exceed  s  percent.  A  mere  5-cent-per-hour  increase  in  wages 
would  be  one  thing  in  a  steel  or  automobile  plant,  but  in  a  hospital  such 
an  increase  must  be  translated  into  a  15-cent  or  20-cent-an-hour  in- 
crease because  of  the  great  variance  between  labor  cost  factors  in  the 
hospital. 

The  public  has  given  no  indication  that  they  want  hospitals  and 
tlieir  medical  staffs  to  stop  technological  and  medical  advances  or  to 
cease  the  development  of  new  procedures  being  offered  or  because  of 
increases  in  the  intensity  of  the  services  hospitals  cannot  recover  the 
increase. 

AVhat  such  a  proposal  will  do,  if  enacted,  will  force  hospitals  to  re- 
duce the  quality  or  amount  of  services  provided  medicare-medicaid 
patients  in  order  to  l)e  able  to  finance  technological  advances  for  the 
facility. 

Or.  and  this  is  just  as  untenable,  those  patients  who  are  in  the  insti- 
tution under  a  third  party  other  than  the  Federal  or  a  State  govern- 
ment will  have  to  increase  their  payments  to  make  up  the  difference. 

Althouirh  this  is  unfair  and  in  violation  of  the  original  medicare 
law  which  prohibits  such  activity,  it  has  been  required  for  a  number  of 
years. 

Hospitals  and  the  other  pavors  must  no  longer  be  forced  to  accent 
tliese  restrictive  and  inequitable  practices.  Patients  must  have  health 
care  services  when  they  are  sick  or  injured,  and  for  government  to  force 
nXion  them  the  responsibility  to  finance  services  to  others  which  should 
be  paid  for  by  the  Government  is  unfair. 

Further,  to  force  health  care  facilities  to  curtail  needed  services  in 
order  to  keep  within  the  limits  of  the  proposed  unreasonable  per- 
centages of  increases  is  arbitrary  and  unjust. 

Such  a  proposal  may  be  consistent  witji  tlie  administration's  objec- 
tivps  of  reducing  the  influence  of  biof  government  and  the  Federal 
Inidiret,  but  it  is  not  a  rational  manner  to  achieve  such  an  objective 
nor  to  assure  the  best  of  health  care  for  the  iN'ation's  aging  population. 
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In  concurring  my  statement,  I  felt  that  I  might  be  of  more  help  to 
the  committee  by  citing  some  additional  specific  examples  of  the  impact 
that  this  proposed  limit  of  a  7  percent  increase  in  reimbursement  would 
have  on  some  of  our  institutiona  l  mei  abers. 

I  requested  several  institutions  ac.ross  the  country  to  provide  data 
which  projects  with  specificity  the  eifect  of  the  7-percent  ceiling  on 
their  operation.  I  will  give  you  some  of  these  right  now. 

1.  Presbyterian  Hospital,  Charlotte,  N.C.  experienced  a  12.75-per- 
cent increase  in  the  costs  of  care  for  medicare  patients  during  the  last 
fiscal  year.  Had  they  been  limited  to  the  proposed  7-percent  increase 
and  had  they  maintained  their  level  of  services,  all  nonmedicare  pa- 
tients would  have  been  required  to  pay  an  additional  amount  of  $2 
per  day  to  offset  the  loss. 

2.  Walther  Memorial  Hospital  in  Chicago  experienced  in  the  fiscal 
year  just  past  an  increase  in  per  diem  costs  of  14.69  percent. 

Nonmedicare-medicaid  patients,  under  the  proposed  cap,  would 
have  been  forced  to  absorb  an  additional  $5.70  per  diem,  not  including 
increases  in  malpractice. 

3.  Hendrick  Memorial  Hospital  in  Abilene,  Tex.,  experienced  an 
increase  in  per  diem  costs  during  fiscal  year  1975  of  over  15  percent. 
The  proopsed  cap  of  7  percent  would  result  in  a  loss  on  medicare  pa- 
tients of  $277,040  and  would  force  an  increase  in  per  diem  charges  to 
nonmedicare  patients  in  excess  of  $4  a  day. 

This  institution  reports  an  increase  of  some  20  percent  in  the  cost 
of  paper  goods  this  year  and  an  increase  of  more  than  7  percent — more 
nearly  8  or  9  percent — ^in  labor  costs. 

4.  The  data  from  Bethesda  Hospital  in  Cincinnati,  Ohio  reflects  data 
just  as  astounding.  Increased  costs  at  Bethesda  forced  that  institution's 
per  diem  costs  up  from  $98  in  1974  to  $117  in  1975. 

The  7-percent  limit  would  have  limited  reimbursement  to  a  maxi- 
mum of  $106  per  diem,  a  loss  of  $704,000  on  medicare  patients  which 
would  have  to  be  recovered  from  nonmedicare  payors. 

Finally,  I  want  to  state  once  ag-ain  the  total  opposition  of  the  Ameri- 
can Protestant  Hospital  Association  to  the  imposition  of  any  arbitrarv 
ceiling  on  reimbursements  to  hospitals  and  to  other  facilities  which 
does  not  relate  rationally  and  operationally  with  other  ever-present 
forces  which  affect  the  costs  of  providing  health  care  services. 

On  its  face  the  proposal  before  you  is  arbitrary,  inequitable,  and  un- 
tenable for  the  providers  of  services.  It  is  counterproductive  as  a  serv- 
ice on  behalf  of  most  recipients  of  medicare. 

When  specific  bills  are  written,  we  stand  ready  to  offer  any  assistance 
possible  as  you  consider  them. 

Thank  you,  Mr.  Chairman. 

Mr.  KosTENKOWSKi.  I  want  to  thank  you,  Mr.  Phillips,  for  your 
presentation. 

Are  there  any  questions  of  the  witness  ? 

Mr.  Cotter.  Mr.  Chairman,  I  would  iust  like  to  say  that  you  have 
put  these  figures  before  us  verv  j>-raphically,  Mr.  Phillips. 

It  gives  us  a  much  clearer  understanding  of  the  increases  it  costs  and 
what  the  beneficiary  will  have  to  pav  out  of  his  pocket  and  what  other 
people  will  have  to  pay  to  subsidize  them. 

Thank  you. 

[The  prepared  statement  follows :] 
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Statement  of  Charles  D.  Phillips,  Pkesidext,  American  Protestant  Hospital 

Association 

I  am  Charles  D.  Phillips,  Ed.D.,  President  of  the  American  Protestant  Hospital 
Association.  With  me  is  Kenneth  W.  Williamson,  Association  Consultant  on 
AVashington  Affairs.  The  American  Protestant  Hospital  Association  represents 
some  265  Protestants  affiliated  health  care  facilities,  homes  for  the  aging,  agencies 
and  1600  personal  members  nationwide.  The  national  office  of  the  Association  is 
at  840  North  Lake  Shore  Drive,  Chicago,  111. 

Mr.  Chairman,  this  committee  may  have  under  consideration  several  matters 
which  are  of  very  serious  concern  to  health  care  institutions.  The  proposal  to 
move  Medicaid  into  a  central  block  grant  to  the  states  gives  rise  to  a  number  of 
critical  questions.  The  past  history  of  the  states  in  providing  services  to  the  poor 
and  the  medically  poor  is  not  at  ail  promising  for  the  success  of  future  programs. 
A  large  flow  of  federal  dollars  and  strong  federal  requirements  were  necessary  to 
get  many  states  to  take  any  serious  action.  The  hospitals  of  this  nation  are  cer- 
tainly in  no  position  to  absorb  any  gap  between  what  the  states  decide  to  pay  for 
care  and  the  cost  of  providing  the  care.  If  you  will  just  consider  what  is  happen- 
ing right  now  in  several  states  in  which  very  substantial  cutbacks  are  being 
made  in  the  funds  available  for  such  programs,  you  will  get  a  perspective  as  to 
why  the  health  care  providers  of  this  nation  are  concerned. 

Another  very  grave  concern  of  the  health  care  industry  is  the  past  history  of 
H.E.W.  and  S.S.A.  which  reflects  numerous  unfair  and  inequitable  cases  of  rule- 
making which  adversely  affect  the  ability  to  deliver  quality  care.  Their  public 
position  that  implies  that  health  care  can  be  provided  to  more  people  and  to  a 
greater  extent  with  higher  quality  at  a  lower  cost  is  just  absolutely  unacceptable. 
Our  members  are  very  concerned  by  the  emphasis  given  on  the  part  of  the  Fed- 
eral government  to  saving  Federal  dollars  and  to  the  all-encompassing  desire  to 
have  the  federal  budget  look  good.  The  plain  fact  is  that  there  can  be  no  reducing 
of  the  Federal  dollars  if  the  care  needed  by  the  elderly  is  provided. 

The  American  Protestant  Hospital  Association  is  opposed  to  each  of  the  pro- 
posed changes  in  the  Medicare  Program  offered  by  the  Administration  in  the 
President's  State  of  the  Union  message.  Its  impact  on  the  economic  condition 
of  the  aging,  as  well  as  that  of  the  hospitals  of  the  nation,  will  be  a  negative  one. 
Estimates  are  that  only  25,000  Medicare  recipients  will  benefit  from  the  ceiling 
on  hospital  bills  and  1.5  million  from  the  ceiling  on  doctor  bills,  while  25  million 
elderly  will  have  to  pay  more  for  hospital  benefits  under  the  coinsurance 
provisions. 

Senator  Dick  Clark  (D.,  Iowa)  recently  asserted  that  today  Medicare  covers 
only  about  38%  of  senior  citizens'  health  care  expenses,  a  drop  from  45%  just 
a  few  years  ago.  The  administration's  proposals,  if  enacted,  would  constitute  a 
most  regressive  form  of  taxation  and  an  intolerable  burden  upon  a  segmant  of  the 
population  which  can  least  afford  such  an  increase. 

My  statement  will  deal  primarily  with  the  proposed  limit  of  a  7%  increase 
annually  in  hospital  per  diem  reimbursable  costs.  Such  proposal  is  blatantly  in- 
equitable. Before  commenting  further  on  the  current  proposal,  I  want,  just  for  the 
record,  to  mention  some  of  the  other  inequities  which  have  been  imposed  upon 
health  care -providers  under  the  Medicare-Medicaid  program  and  which  heighten 
our  concern  about  the  future. 

1.  When  the  Medicare  law  was  first  instituted  recognition  was  given  to  the  fact 
that  some  costs  applicable  to  Medicare  patients  were  not  easily  identifiable,  and 
therefore,  a  2%  allovrance  in  lieu  of  other  costs  was  granted.  This  was  arbi- 
trarily removed,  thus  increasing  payments  from  other  third  party  and  private 
payors  in  order  to  finance  the  difference. 

2.  In  August  of  1970  H.E.W./S.S.A.  took  away  from  hospitals  the  accelerated 
method  of  depreciation  that  was  permitted  in  order  to  recover,  through  reimburse- 
ment, the  additional  cost  of  equipment  and  facilities  due  to  changes  in  technology, 
inflation,  etc.  Again  other  payors  had  to  make  up  the  difference. 

3.  More  recently,  changes  were  made  in  the  reimbursement  forms  and  pro- 
cedures in  use  by  larger  institutions  of  over  100  beds.  This  eliminated  the  use  of 
the  combination  method  of  defining  cost  and  had  to  go  to  what  is  known  as  the 
R.C.C.A.C.  which  reduced  reimbursement  somewhere  between  1-3  per  cent.  Again 
the  difference  was  made  up  by  other  third  party  payors. 

4.  The  recent  change  by  which  hospitals  will  be  reimbursed  on  the  basis  of 
the  lowest  of  cost  or  charges  in  Inpatient  and  Outpatient  services  once  again 
reduces  Medicare  reimbursement. 
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5.  In  addition  to  the  above,  changes  have  been  made  in  the  procedures  es- 
tablished for  Periodic  Interim  Payments,  thereby  increasing  the  need  for  cash 
flovr  of  many  institutions.  Maximum  allowable  costs  on  drugs  is  being  proposed 
which  will  also  reduce  payments.  Medical  device  legislation  is  proposed,  P.S.R.O. 
and  Utilization  Review  legislation  intended  to  reduce  payments  to  providers  is  in 
the  making.  Prudent  buyer  concepts  are  being  recommended  in  order  to  reduce 
the  payments,  per  diem  limitations  are  being  built  into  P.L.  S3-641,  the  nursing 
cost  differential  of  8.5%  was  preserved  only  by  a  gallant  and  successful  legal 
effort  by  associations  of  providers. 

I  bring  these  past  actions  to  your  attention  to  demonstrate  the  fact  that  health 
care  providers  and  other  payors  have  been  given  inequitable  treatment  which 
continues  to  cause  difficulties  in  providing  health  care.  I  repeat  that  the  con- 
sistent purpose  in  these  actions  by  government  is  to  reduce  payments  for  services 
to  providers  of  health  care. 

Mr.  Juan  Fernandez,  Vice-President  of  Finance  of  Methodist  Evangelical  Hos- 
pital, Louisville,  Kentucky,  states :  "We  have  made  an  analysis  of  the  impact  of 
various  reductions  in  the  Medicare  program  upon  our  operation  and  found  that 
in  our  institution.  Medicare  patients  are  receiving  about  27%  of  all  the  services 
provided  by  us  but  are  only  paying  about  23%  of  the  total  revenue  received." 

The  above  statements  show  unequivocably  what  is  happening  and  how  the 
financing  of  health  services  through  governmental  programs  is  eroding  the 
financial  position  of  health  care  institutions.  The  program  does  not  recognize  the 
need  for  working  capital  which  is  the  iifeblood  required  if  an  institution  is  to 
continue  to  operate. 

My  comments  now  are  addressed  specifically  to  the  proposal  to  set  a  ceiling  of 
7%  on  reimbursement  of  costs  for  Medicare  patients.  The  primary  question  is 
what  this  will  do  to  the  operation  of  hospitals  and  other  health  ckre  facilities 
and  their  ability  to  serve  the  people.  The  crucial  question  is  not  always  and 
only  whether  hospitals  can  survive  financially.  They  can  close  beds,  terminate 
services,  lay  of£  employees  and  take  actions  to  constrict  their  whole  operation  in 
relationship  to  less  available  dollars.  The  hard  question  rather  is  how  to  keep 
hospitals  viable  so  they  can  meet  the  public's  needs. 

This  proposal  is  cause  for  even  greater  concern  in  the  light  of  the  economic 
conditions  likely  to  be  experienced  during  the  time  of  its  implementation.  On  its 
face  such  a  proposal  is  inequitable,  unfair,  and  restrictive.  However,  to  subject 
the  Health  Industry  to  limitations  not  imposed  upon  other  sectors  of  the  economy 
is  disastrous. 

Granted,  the  industry,  in  particular  hospitals,  have  large  amounts  of  fixed 
costs  built  into  their  operations  which  will  not  iDe  subject  to  price  fluctuations 
from  one  year  to  another,  provided  there  are  no  major  changes  in  the  organiza- 
tions, depreciation,  interest  on  mortgages,  rental  and  leases  of  equipment  and/or 
facilities  and  a  portion  of  other  semi-variable  expenditures).  However,  the  in- 
creases that  are  taking  place  at  the  present  time  on  some  of  the  more  variable 
expense  items  such  as  insurance  premiums,  wages,  etc.,  are  so  large  and 
uncontrollable  by  hospitals  that  to  assume  our  institutions  can  exercise  some 
control  upon  them  is  suicidal. 

I  quote  from  a  recent  letter  I  received  from  Mr.  Joe  McDonald,  Director  of 
Finance  at  St.  Anthony  Hospital,  Louisville,  Kentucky  :  "This  proposed  limitation 
is  both  unrealistic  and  irresponsible.  It  is  unrealistic  because  hospitals  as  well 
as  other  businesses,  and  in  many  cases  more  so  than  other  businesses,  are  experi- 
encing inflation  rates  well  in  excess  of  seven  percent.  Examples  of  some  of  the 
cost  increases  our  hospital  will  incur  next  year  : 

"1.  Malpractice  insurance  will  rise  from  $150,000  to  over  $300,000— an  increase 
of  over  100%. 

"2.  Utilities  from  $220,000  to  S330,000— an  increase  of  over  50%. 
"3.  Salaries  will  increase  from  $6  million  to  $61/2  million— an  increase  of  8%. 
"4.  Drugs  and  medical  supplies  will  increase  from  $1.8  million  to  2.1  million — 
an  increase  of  17%. 

"In  aggregate,  our  total  per  diem  cost  (Medicare  Fee)  will  increase  from  ipizi) 
to  $140,  a  net  of  over  16%.  . 

These  increases  are  in  spite  of  ongoing  cost  containment  measures,  wherein 
we  have  reduced  our  total  staflEing  complement  by  over  ten  percent  in  the  past 
vear  and  expect  to  reduce  it  even  further  in  the  coming  year,  as  well  as  the 
continued  practice  of  adopting  more  efficient  and  modern  management  techniques. 

The  increase  in  malpractice  insurance  costs  for  most  hospitals  exceeds  that 
100%  experienced  by  St.  Anthony.  In  some  cases  the  increase  has  been  astro- 
nomical. Increases  in  labor  costs  in  such  a  labor  intense  industry  will  continue 


to  exceed  T^^c .  A  mere  5c  per  hour  increase  in  wages  would  be  one  tiling  in  a  stee? 
or  automobile  plant,  but  in  a  bospital  sucli  an  increase  must  be  translated  into 
a  15  or  '20c  an  hour  increase  because  of  tiie  great  variance  between  labor  costs 
factors  in  the  bospital. 

The  public  bas  given  no  indication  tbat  they  want  hospitals  and  their  medical 
staffs  to  stop  technological  and  medical  advances  or  to  cease  the  development  of 
new  procedures  which  are  a  significant  part  of  health  care  costs. 

The  proposed  cap  of  ~%  on  reimbursement  means  that  even  if  costs  increase 
because  of  new  technology  and  new  procedures  being  offered  or  because  of 
increase  in  the  intensity  of  services  (repetitive  procedures  being  done)  hospitals 
cannot  recover  the  increase.  What  such  a  proposal  will  do,  if  enacted,  will  force 
hospitals  to  reduce  the  quality  or  amount  of  services  provided  Medicare-Medicaid 
patients  in  order  to  be  able  to  finance  technological  advances  for  the  facility.  Or, 
and  this  is  just  as  untenable,  those  patients  who  are  in  the  institution  under  a 
third  party  other  than  the  Federal  or  state  government,  will  have  to  increase 
their  payments  to  make  up  the  difference.  Although  this  is  unfair  and  in  viola- 
tion of  the  original  Medicare  law  which  prohibits  non-Medicare  patients  from 
being  required  to  subsidize  the  care  of  Medicare  patients,  it  has  been  required 
for  a  number  of  years.  Hospitals  and  the  other  paj'ors  must  no  longer  be  forced 
to  accept  these  restrictive  and  inequitable  practices.  Patients  must  have  health 
care  services  when  they  are  sick  or  injured,  and  for  Government  to  force  upon 
them  the  responsibility  to  finance  services  to  others  which  should  be  paid  for 
by  Government  is  unfair. 

Further,  to  force  health  care  facilities  to  curtail  needed  services  in  order  to 
keep  within  the  limits  of  proposed  unreasonable  percentages  of  increases  is 
arbitrary  and  unjust.  Such  a  proposal  may  be  consistent  with  the  administra- 
tion's objectives  of  reducing  the  influence  of  big  government  and  the  Federal 
budget,  but  it  is  not  a  rational  manner  to  achieve  such  an  objective  nor  to  assure 
the  best  of  health  care  for  the  nation's  aging  population. 

In  concluding  my  statement,  I  felt  that  I  might  be  of  more  help  to  the  com- 
mittee by  citing  some  additional  specific  examples  of  the  impact  the  proposed 
limit  of  a  l^c  increase  in  reimbursement  would  have  on  some  of  our  institutional 
members.  I  requested  several  institutions  across  the  country  to  provide  data 
which  projects  with  specificitv  the  effect  of  the  1%  ceihng  on  their  operation. 

1.  Presbvterian  Hospital,  Charlotte,  North  Carolina,  experienced  a  12.7o% 
increase  in  the  costs  of  care  for  Medicare  patients  during  the  last  fiscal  year. 
Had  thev  been  limited  to  the  proposed  7%  increase,  and  had  they  maintained 
their  level  of  services,  all  non-iMedicare  patients  would  have  been  required  to  pay 
an  additional  amount  of  $2.00  per  day  to  offset  the  loss. 

2.  Walther  Memorial  Hospital,  Chicago,  located  in  the  district  represented  by 
the  Chairman,  experienced  in  the  fiscal  year  just  past  an  increase  m  per  diem 
costs  of  14  m^c.  Non-Medicare-Medicaid  patients,  under  the  proposed  cap,  would 
have  been  forced  to  absorb  an  additional  $5.70  per  diem,  not  including  increases^ 
in  malpractice.  .       ,        •  „ 

3.  Hendrick  Memorial  Hospital,  Abilene,  Texas,  experienced  an  increase  m 
per  diem  costs  during  FY  1975  of  15.22%.  The  proposed  cap  of  7%  would  result 
in  a  loss  on  Medicare  patients  of  $277,040  and  force  an  increase  m  Per  diem 
charges  to  non-Medicare  patients  in  excess  of  $4.00  per  day.  This  institution 
reports  an  increase  of  some  20%  in  costs  of  paper  goods  this  year  and  an  mciease 
of  more  than  7%  in  labor  costs.  _  ^-^  ^ofo  ^^-.cf 

4.  The  data  from  Bethesda  Hospital  in  Cincinnati,  Ohio,  reflects  data  jast  as 
astounding.  Increased  costs  at  Bethesda  forced  that  institution  s  per  diem  cos ls 
up  from  $98  in  1074  to  S117  in  1975.  The  7%  limit  ^^^j^^^  have  limited  r^^^^^ 
ment  to  a  maximum  of  only  $106  per  diem,  a  loss  of  $.04,000  on  Medicare  pa- 
tients which  would  have  to  be  recovered  from  non  Medicare  payor..  The^  ice- 
Pre^ident  of  Finanr-e  for  Bethesda  reported  that  an  institution  wnich  undoi- 
fakes  anv  type  of  expansion  program,  should  the  administration  proposal  be 
enacted,  would  be  engulfed  in  an  absolute  disaster.  ATriarVnn 

Finally,  I  want  to  state  once  again  the  total  opposition  of  the  American 
Protestant  Hospital  Association  to  the  imposition  of  any  ^rbitiary  ceil  ng  on 
reimbursements  to  hospitals  and  other  facilities  ^^'^^^ 

and  operationally  with  other  ever-present  forces  which  affect  the  costs  of  pro- 
viding health  care  services.  On  its  face  the  proposal  before  you  is  arbitrary 
ineqtdtable,  and  untenable  for  the  providers  of  services.  It  is  counter-productn  e 
as  a  service  on  behalf  of  most  recipients  of  Medicare. 

Whtrspe^mc  bills  are  written,  we  stand  ready  to  offer  any  assistance  possible 
as  you  consider  them. 
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Mr.  RosTENKOwsKi.  Thank  you,  Mr.  Phillips. 

Welcome  to  the  committee.  If  you  would,  please  identify  your  foun- 
dation and  then  proceed  with  your  testimony. 

STATEMElf T  OP  EEIC  L.  HIHSCHHOPtN,  MEMBEE,  BOARD  OP  DIEEC- 
TOES,  l^ATIONAL  CANCEE  FOUNDATION;  ACCOMPANIED  BY 
DOEIS  NASH,  PUBLIC  APPAIES  ASSOCIATE 

Mr.  HiRSCHHORN.  Thank  you. 

I  am  Eric  Hirschhorn,  a  member  of  the  board  of  the  National 
Cancer  Foundation  and  its  service  arm.  Cancer  Care,  Inc. 

With  me  here  is  Doris  Nash,  our  public  affairs  associate. 

We  are  pleased  that  the  Subcommittee  on  Health  has  made  possible 
this  opportunity  to  share  with  you  both  our  experience  and  our  knowl- 
edge about  catastrophic  illness  and  our  reasons  for  believing  that  the 
President's  proposals  would  be  sorely  inadequate  in  most  instances  of 
catastrophic  illness. 

The  foundation  for  our  opinions  is  29  years  of  experience  with  the 
delivery  of  comprehensive  social  services  to  advanced  cancer  patients 
and  their  families. 

We  offer  social  work  counseling  as  well  as  financial  assistance,  when 
needed,  to  help  defray  the  cost  of  care-in-the-home  services  so  that  the 
patient  may  be  maintained  at  home. 

We  strive  both  to  help  the  patient  live  to  the  very  end  with  dignity 
and  comfort,  and  to  help  the  family  and/or  spouse  cope  more  ade- 
quately with  the  patient's  illness  so  that  family  or  individual  break- 
down may  be  averted. 

We  have  consistently  spoken  to  the  need  for  a  universal  and  com- 
prehensive national  health  insurance  program  which  contains  ade- 
quate coverage  for  catastrophic  illness. 

However,  it  is  clear  that  the  administration  is  intent  upon  post- 
poning any  national  health  insurance  program  since  Mr.  Ford  believes 
"we  cannot  realistically  afford  federally  dictated"  national  health  in- 
surance for  all.  With  this  in  mind,  the  President  is  to  be  commended 
for  his  apparent  particular  concern  with  elderly  people  who  may  be 
struck  by  a  catastrophic  illness.  Analysis  of  his  proposals,  though, 
reveals  that  they  contain  so  many  flaws  as  to  make  a  mockery  of  their 
professed  intent. 

A  medicare  now  stands,  a  hospitalized  patient  pays  a  deductible 
of  $104  and  nothing  further  until  the  61st  day  of  hospitalization.  The 
President  is  proposing  that  the  patient  should  pay  not  only  the  de- 
ductible but  also  10  percent  of  each  subsequent  day's  cost  until  a 
maximum  of  $500  has  been  reached.  Thus  the  majority  of  hospitalized 
medicare  patients  would  have  to  pay  consiclerabhr  more  for  relatively 
short  hospital  stays  than  is  presently  the  case. 

Those  Avho  would  benefit  by  the  $500  ceiling  are  relatively  few,  since 
very  lengthy  hospital  stays  are  much  less  common  than  short  stays. 

Dr.  Mary  Mulvey,  vice  president  of  the  Mational  Council  of  Senior 
Citizens,  testified  recently  before  Senator  Church's  Committee  on  the 
Aging  that  the  Ford  proposal  would  not  help  a  patient  until  he  or 
she  had  spent  75  days  in  the  hospital.  She  added  that  only  one  medi- 
care patient  in  1,000  remains  in  the  hospital  for  such  a  length  of 
time. 
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Xew  1  ork  City's  ^lemorial  Hospital,  which  serves  cancer  victims 
only,  reports  that  the  average  hospital  stay  was  15.7  days  for  both 
]nedical  and  surgical  patients  during  1974,  and  14.6  days  during  1975. 
The  average  stay  for  those  patients  over  65  was  17.5  days  during  1974. 
Since  ^Memorial  HospitaFs  cost  per  day  is  $200,  the  coinsurance  charge 
ATould  be  S20  a  day.  and  a  medicare  patient  would  have  to  pay  $424 
for  a  17-day  stay,  as  compared  with  only  $104  under  the  present  medi- 
care statute. 

We  are  all  aware  that  medicare  is  riddled  with  coinsurance  and 
deductible  charges  which  have  risen  over  the  years.  As  a  result,  by 
1074  medicare  paid  only  38  percent  of  the  health  bill  for  the  average 
older  person,  a  significant  drop  from  1969  when  medicare  paid  about 
46  percent.  This,  along  with  other  deficiencies  in  medicare  coverage, 
liave  already  caused  more  than  20  million  people  over  65  to  purchase 
supplementary  private  health  insurance. 

Another  major  criticism  we  have  of  the  President's  proposals — 
one  particuhirly  related  to  our  work — is  that  they  offer  no  recognition 
to  the  many  other  needs  of  the  elderly  ill  once  they  are  discharged 
from  the  hospital,  or  in  lieu  of  institutionalization,  especially  their 
care-at-home  needs. 

It  is  our  firm  conviction  that  coverage  for  catastrophic  illnesses  is 
adequate  only  if : 

1.  It  gives  recognition  to  the  duration  of  the  illness,  and 

2.  If  it  provides  coverage  for  the  special  needs  of  patients  with  long- 
term,  chronic,  or  catastrophic  illnesses. 

Of  paramount  importance  is  the  need  for  a  broad  variety  of  care-in- 
the-home  services  so  that  catastrophicaliy  ill  patients  can  truly  have 
the  option  to  remain  in  their  oAvn  homes,  if  their  plwsical  condition 
permits  it. 

Our  research  study  has  identified  man}^  kinds  of  home-based  services 
which  are  frequently  required  when  the  elderly  catastrophicaliy  ill 
patients  is  maintained  at  home.  These  include  homemaker-home  health 
aides;  housekeepers;  home  attendants;  nurses;  special  equipment; 
blood  transfusions ;  patient  transportation ;  and  so  forth. 

Wliat  is  conspicuoush'  absent  from  the  President's  approach  to  cata- 
strophic illness  are  badly  needed  changes  in  medicare's  home  health 
benefits.  Our  experience  has  shown  that  in  very  few  instances  are  the 
elderly  patients  in  our  caseload  in  need  of  or  eligible  for  the  very 
specific  and  limited  kinds  of  home  health  services  that  are  covered  by 
medicare — that  is,  part-time  or  intermittent  skilled  nursing  care  or 
]>hysical  or  speech  therapy.  More  commonly,  elderly  patients  need  some 
kind  of  help  in  the  home  which  can  best  be  described  as  a  mixture  of 
personal  care  services  and  household  chore  services. 

Accordino:  to  testimony  before  the  House  Subcommittee  on  Health 
and  Long-Term  Care,  the  availability  of  home  health  services  to 
persons  inappropriately  institutionalized  would  save  as  much  as  $700 
million  annually. 

Medicare's  part-time  home  health  visits  can  meet  only  very  specific 
nursing  needs  of  some  patients.  Valuable  as  this  may  be,  it  does  not 
answer  the  problems  faced  by  a  very  large  proportion  of  the  elderty 
ill.  The  major  problem,  particularly  in  long-term  situations,  is  one  of 
overall  care  of  the  patient,  and  coordination  of  the  supportive  services 
needed  to  maintain  the  patient  and  keep  the  home  intact.  Therefore,  if 
medicare  is  truly  to  cover  the  needs  of  the  elderly  ill,  let  alone  provide 
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coverage  for  catastrophic  illness,  it  must  offer  broadened  and  increase 
home-based  services.  ,   i        -  .  ^  • 

Our  social  service  department's  files  bulge  with  case  histories  ot 
elderly  cancer  patients  who  have  been  maintained  at  home  via  pro- 
fessional social  work  counseling  and  help  with  planning  for  home- 
based  services.  The  majority  of  these  patients  utilize  homemaker- 
home  health  aids.  And  since  it  is  not  uncommon  in  the  over-65  age 
group  for  each  spouse  to  have  a  severe  illness,  one  homemaker  is  often 
maintaining  the  home  for  two  sick  people,  thus  keeping  them  both 
out  of  the  hospital  and  saving  the  enormous  expense  of  two  unneces- 
sary hospitalizations. 

We  believe  that  the  scope  and  type  of  in-home  service  to  be  utilized 
should  be  based  on  a  "team"  evaluation,  that  is,  by  a  physician,  social 
worker  and,  when  indicated,  a  registered  nurse.  The  homemaker-home 
health  aide  or  other  paraprofessional  placed  in  the  home  should  be 
supervised  by  a  professional  person,  preferably  a  social  worker,  who 
will  also  be  available  to  counsel  the  patient  and  family.  ,! 

We  urge  the  Subcommittee  on  Health  not  to  endorse  the  adminis-  3 
tration's  proposals,  but  instead  turn  its  attention  to  the  many  medi- 
care-proposals which  are  deserving  of  prompt  attention  and  action 
and  vv^hich  give  recognition  to  the  need  to  move  away  from  medicare's 
present  emphasis  on  short-term  or  more  acute  illnesses  and  toward  an 
acceptance  of  the  obligation  to  help  with  the  long-term  needs  of  so 
many  elderly  persons. 

We  remain  hopeful  that,  in  the  not-too-distant  future,  the  United 
States  will  finally  have  a  national  health  insurance  program  with  ade- 
quate coverage  for  all  its  citizens. 

Again,  we  are  grateful  for  this  opportunity  to  address  you,  and 
stand  ready  to  answer  any  questions  you  may  have. 

Mr.  KosTENKOwsKi.  Thank  you,  Mr.  Hirschhorn. 

Are  there  any  questions  of  the  witness  ? 

Thank  you. 

Mr.  HniscHHORN.  Thank  you. 
[The  prepared  statement  follows :] 

Statement  of  Eric  L.  Hieschhokn,  Member,  Board  of  Directors, 
THE  National  Cancer  Foundation,  Inc. 

PRESIDENT   ford's    MEDICARE  PROPOSALS 

I  am  Eric  L.  Hirschhorn,  a  member  of  the  Board  of  The  National  Cancer 
Foundation  and  its  service  arm,  Cancer  Care,  Inc.  We  are  pleased  that  the  Sub- 
committee on  Health  has  made  possible  this  opportunity  for  an  expression  of 
views  concerning  the  President's  Medicare  proposals.  We  are  grateful  for  this 
opportunity  to  share  with  you  both  our  experience  and  knowledge  about  cata- 
strophic illness  and  our  reasons  for  believing  that  the  President's  proposals 
would  be  sorely  inadequate  in  most  instances  of  catastrophic  illness. 

The  foundation  for  our  opinions  is  29  years  of  experience  with  the  delivery 
of  comprehensive  social  services  to  advanced  cancer  patients  and  their  families. 
We  offer  social  work  counseling  as  well  as  financial  assistance,  when  needed,  to 
help  defray  the  cost  of  care-in-the-home  services  so  that  the  patient  may  be  main- 
tained at  home.  We  strive  both  to  help  the  patient  live  to  the  very  end  with 
dignity  and  comfort,  and  to  help  the  family  and/or  spouse  cope  more  adequately 
with  the  patient's  illness  so  that  family  or  individual  breakdown  may  be  averted. 

During  our  1974-1975  fiscal  year.  Cancer  Care,  Inc.  served  27,500  people  in- 
cluding 7,833  cancer  patients.  As  in  previous  years  nearly  half  of  the  caseload 
has  consisted  of  persons  who  are  over  65  and  Medicare  eligible.  We  are,  there- 
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fore,  very  knowledgeable  about  the  Medicare  program  as  well  as  the  needs  and 
problems  of  the  elderly  ill. 

We  also  base  our  statements  on  our  research  study.  The  Impact,  Costs  and 
Consequences  of  Catastrophic  Illness  on  Patients  and  Families,  which  docu- 
mented facts  both  concerning  the  needs  of  patients  and  their  families  as  well  as 
the  expenses  incurred.  Impact,  published  in  1973,  clearly  illuminated  the  enor- 
mous costs  that  can  be  generated  by  a  catastrophic  illness,  as  well  as  the  severe 
inadequacies  of  most  health  insurance  coverage.  For  example,  the  study  re- 
vealed that  84%  of  the  115  families  studied  incurred  over  $10,000  in  illness- 
related  costs,  but  only  39%  received  insurance  payments  of  that  amomit  or 
more.  Another  statistical  finding  was  an  §11,000  gap  between  Medicare  costs 
and  all  insurance  coverage. 

We  have,  therefore,  consistently  spoken  to  the  need  for  a  universal  and  com- 
prehensive national  health  insurance  program  which  contains  adequate  coverage 
for  catastrophic  illness.  We  have  previously  submitted  testimonies  ^  on  this  sub- 
ject to  the  Subcommittee  on  Health,  and  have  also,  in  a  recent  communication 
to  Representatives  UUman  and  Rostenkowski,  urged  that  a  national  health 
insurance  proposal  be  sent  to  the  House  so  that  a  full  debate  on  the  issue  of 
national  health  insurance  can  occur. 

However,  it  is  clear  that  the  Administration  is  intent  upon  postponing  any 
national  health  insurance  program  since  Mr.  Ford  believes  "we  can  not  realis- 
tically afford  federally  dictated"  national  health  insurance  for  all.  With  this 
in  mind,  therefore,  the  President  is  to  be  commended  for  his  apparent  concern 
with  elderly  people  who  may  be  struck  by  a  catastrophic  illness.  But  analysis  of 
his  proposals  leads  us  to  the  conclusion  that  they  contain  so  many  flaws  as  to 
make  a  mockery  of  their  professed  intent. 

As  Medicare  now  stands,  a  hospitalized  patient  pays  a  deductible  of  $104 
and  nothing  further  until  the  61st  day  of  hospitalization.  The  President  is  sug- 
gesting that  the  patient  should  pay  not  only  the  deductible  but  also  10%  of  each 
subsequent  day  until  a  maximum  of  $500  has  been  reached.  Thus  the  majority 
of  hospitalized  Medicare  patients  would  have  to  pay  more  for  relatively  short 
hospital  stays  than  is  presently  the  case.  Those  who  would  benefit  by  the  $500 
ceiling  are  relatively  few  since  very  lengthy  hospital  stays  are  much  less  com- 
mon than  short  stays.  The  Neio  York  Times,  (January  25,  1976),  estimated  that 
the  $500  ceiling  "would  probably  be  of  benefit  to  only  925,000  i>ersons  of  the 
4^/^  million  Medicare  patients  who  enter  hospitals  during  a  given  year." 

Even  New  York  City's  Memorial  Hospital,  which  serves  cancer  victims  only, 
reports  that  the  average  hospital  stay  was  15.7  days  for  both  medical  and 
surgical  patients  during  1974,  and  14.6  days  during  1975."  The  average  stay  for 
those  patients  over  65  was  17.5  days  during  1974.  Since  Memorial  Hospital's 
cost  per  day  is  $200,  the  co-insurance  charge  would  be  $20  a  day,  and  a  Medicare 
patient  would  have  to  pay  $424  for  a  17-day  stay,  as  compared  with  $104  under 
the  present  Medicare  statute. 

The  President  also  proposes  that  the  annual  deductible  for  Part  B  of  Medicare 
be  raised  from  $60  to  $77,  and  that  no  patient  will  be  expected  to  pay  more  than 
S250  a  year  for  physicians'  services,  including  the  costs  of  co-insurance  and 
the  deductible.  (We  must  also  bear  in  mind  that  along  with  this  proposed  in- 
crease in  the  deductible,  as  of  July  1,  1976.  the  monthly  premium  for  Part  B 
of  Medicare  will  be  increased  from  $6.70  to  $7.20.) 

The  concept  of  a  $250  ceiling  on  physicians'  costs  seems  clearly  to  be  tied  to 
another  of  the  President's  proposals,  that  Medicare  not  recognize  more  than  a 
4%  increase  in  customary  and  prevailing  physicians'  charges.  While  control  over 
rising  health  costs  is  essential,  the  facts  already  are  that  Medicare  patients 
often  have  to  pay  their  physicians  for  charges  beyond  Medicare's  allowances. 
This  is  in  addition  to  the  20%  co-insurance  charges  for  eligible  physicians' 
services. 

We  believe  that  it  can  be  anticipated  that  most  physicians  will  not  accept 
Medicare  fees  as  payment  in  full  for  their  services.  Since  only  the  deductible 
and  co-insurance  costs  would  be  recognized  in  computing  the  Medicare  patient's; 


1  April  15,  1975  and  November  3,  1975. 

"  Source.  Memorial  Hospital  for  Cancer  and  Allied  Disease. 
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personal  costs  for  physician's  payments,  it  is  obvious  that  the  patient  may  have 
to  pay  mucii  more  outof  pocket,  for  which  he  will  receive  no  reimbursement. 

AVe  are  all  aware  that  Medicare  is  riddled  with  co-insurance  and  deductible 
charges  which  have  risen  over  the  years.  As  a  result,  by  1974  Medicare  paid 

only  38.1%  ^  of  the  health  bill  for  the  average  older  person,  a  significant  drop 
from  1969  when  Medicare  paid  about  46%.  This,  along  vrith  other  deficiencies 
in  Medicare  coverage,  have  already  caused  more  than  20  million  people,  over 
the  age  of  65,  to  purchase  supplementary  private  health  insurance. 

Another  major  criticism  we  have  of  the  President's  proposals  is  that  they 
do  not  offer  any  recognition  to  the  many  other  needs  of  the  elderly  ill  once 
they  are  discharged  from  the  hospital,  and  especially  their  care-at-home  needs. 
Jt  is  our  firm  conviction  that  covei'age  "for  catastrophic  illnesses  is  adequate 
only  if  (1)  it  gives  recognition  to  the  duration  of  the  illness,  and  {2)  if  it 
provides  coverage  for  the  special  needs  of  patients  with  long-term,  chronic  or 
catastrophic  illness.  Of  paramount  importance  is  the  need  for  a  hroad  variety 
of  care-in-the-home  services  so  that  catastrophically  ill  patients  can  truly  have 
the  option  to  remain  in  their  own  homes. 

Our  research  study  has  identified  many  kinds  of  home-based  services  which  are 
frequently  required  when  the  elderly  catastrophically  ill  patient  is  maintained 
at  home.  These  include :  Homemaker-Home  Health  Aides ;  Housekeeper ;  Home 
Attendant;  Nurse;  Domestic  Worker;  Social  AVork  Counseling;  Special  Equip- 
ment ;  Laboratory  Tests  ;  Blood  Transfusions  ;  Patient  Transportation  ;  Food  for 
Home  Help;  Patient  Laundry;  Dental  Care;  Special  Diets;  Special  Clothing; 
Dwelling  Modifications  ;  and  Psychiatric  Treatment. 

What  is  conspicuously  absent  in  the  President's  approach  to  catastrophic  ill- 
ness is  the  fact  that  no  changes  are  proposed  in  Medicare's  home  health  benefits. 
As  we  stated  in  our  testimony  on  Medicare  issues,  presented  to  this  Subcom- 
mittee just  last  September,  our  experience  has  shown  that  in  very  few  instances 
are  the  elderly  patients  in  our  caseload  in  need  of  or  eligible  for  the  kind  of 
home  health  services  that  are  covered  by  Medicare — that  is,  part-time  or  inter- 
mittent skilled  nursing  care  or  physical  or  speech  therapy. 

More  commonly,  elderly  patients  need  some  kind  of  help  in  the  home — perhaps 
it  can  best  be  described  as  a  mixture  of  personal  care  services  and  household 
chore  services.  Medicare's  part-time  home  health  visits  can  meet  only  very 
specific  nursing  needs  of  some  patients.  Valuable  as  this  amy  be,  it  does  not 
answer  the  problems  faced  by  a  very  large  proportion  of  the  elderly  ill.  The 
major  problem,  particularly  in  long-term  situations,  is  one  of  overall  care  of 
the  patient,  and  coordination  of  the  supportive  services  needed  to  maintain 
the  patient  and  keep  the  home  intact.  Therefore,  if  Medicare  is  truly  to  cover 
the  needs  of  the  elderly  ill,  let  alone  provide  coverage  for  catastrophic  illness, 
it  most  certainly  offer  broadened  and  increased  home-based  services. 

Our  Social  Service  Department's  files  bulge  with  case  histories  of  elderly 
cancer  patients  who  have  been  maintained  at  home  via  professional  social  work 
counseling  and  help  with  planning  for  appropriate  home-based  services.  The 
majority  of  these  patients  utilize  homemaker-home  health  aides.  And,  since  it 
is  not  uncommon  in  the  over-65  age  group  for  each  spouse  to  have  a  severe 
illness,  the  one  homemaker  is  often  maintaining  the  home  for  two  sick  people. 

We  believe  that  the  scope  and  type  of  in-home  service  to  be  utilized  should 
be  based  on  a  "team"  evaluation,  that  is,  by  a  physician,  social  worker  and, 
when  indicated,  a  registered  nurse.  The  homemaker-home  health  aide,  or  other^ 
paraprofessional  placed  in  the  home,  should  be  supervised  by  a  professional 
person,  preferably  a  social  worker  who  will  also  be  available  to  counsel  the 
patient  and  family. 

It  is  obvious  by  now  that  we  have  been  unable  to  find  any  merit  in  the  Presi- 
dent's recommendations.  Therefore,  we  urge  the  Subcommittee  on  Health  not 
to  endorse  the  Administration's  proposals,  but  instead  turn  its  attention  to  the 
mnny  Medicare-related  proposals  which  are  deserving  of  prompt  attention  and 
action.  We  are  referring  to  proposals  by  Representatives  Koch,  Pepper,  Conablp. 
P>iirton  and  Fraser,  for  example,  all  of  which  give  reco.gnition  to  the  need  to 
move  av/ay  from  Medicare's  present  emphasis  on  short-term  or  more  acute  ill- 
nesses, towards  an  acceptance  of  the  obligation  to  help  with  the  long-term 
ne<^ds  of  so  many  elderly  persons. 

Snme  of  these  proposals  would  broaden  home  health  services  to  include  homo- 
makers,  and  would  increase  the  number  of  allowable  visits.  Others  are  even  more 


*  Social  Security  Bulletin,  May  1974. 
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ambitious  in  scope  and  deal  vrith  long-term  care  centers  for  the  elderly,  which 
would  provide  a  variety  of  needed  services.  We  hope  that  the  Subcommittee 
will  move  promptly  towards  the  endorsement  of  the  principles  contained  in 
the  proposals  we  have  mentioned. 

"We  also  wish  to  call  to  your  attention  the  fact  that  the  recommendations  made 
by  the  Subcommittee  on  Health  and  Long-Term  Care,  chaired  by  Representative 
Claude  Pepper,  were  very  recently  approved  unanimously  by  the  Select  Com- 
mittee on  Aging.  We  strongly  recommend  that  the  Subcommittee  on  Health 
closely  study  these  very  worthwhile  recommendations. 

We  are  also  aware  that  the  Subcommittee  on  Health  is  planning  further 
hearings  on  National  Health  Insurance  in  several  cities  throughout  the  nation. 
We  are  pleased  that  this  vital  issue  is  not  being  forgotten,  and  that  Chairman 
Rostenkowski,  as  he  indicated  in  a  communication  to  our  agency,  does  expect 
That  the  Subcommittee  on  Health  will  soon  "move  towards  the  construction  of 
a  proposal  that  will  help  to  both  focus  public  debate  on  the  essential  issues  and 
stimulate  further  Congressional  action."  We  remain  hopeful  that  in  the  not  too 
distant  future  the  United  States  will  finally  have  a  national  health  insurance 
program  with  adequate  coverage  for  all  its  citizens. 

Again,  we  are  grateful  for  this  opportunity  to  address  you,  and  stand  ready 
to  answer  any  questions  you  may  have. 

yir.  EosTEXKOwsKi.  Mr.  Horty,  welcome  to  the  committee.  If  you 
would  identify  yourself  and  your  organization,  you  may  proceed  with 
your  testimony. 

STATEMENT  OP  JOHN  F.  HORTY,  PEESIDENT,  COUNCIL  OF 
COMMUNITY  HOSPITALS 

^Ir.  HoRTY.  Mr.  Chairman.  I  am  president  of  the  Council  of  Com- 
munity Hospitals  an  organization  composed  of  large  and  small  hospi- 
tals around  the  country  whose  primary  focus  is  delivering  care  to  their 
own  communities  and  whose  primary  purpose  in  being  here  is  to 
ejnphasize  some  of  the  points  which  concern  us  about  the  President's 
messages.  I  liave  a  ]:)repared  statement  which  I  would,  with  the  chair- 
man's permission,  furnish  for  the  record  and  just  state  some  of  the 
main  points  in  it. 

^Ir.  RosTEXKOwSKi.  Without  objection,  your  statement  in  its  entirety 
will  be  included  in  the  record. 

Mr.  Horty.  I  would  like  to  focus  on  one  of  the  topics  you  are  con- 
sidering, which  is  the  President's  proposal  to  limit  increases  in  hos- 
pital per  diem  reimbursement  under  medicare  to  a  7-percent  cap. 

I  feel  a  bit  sad  in  coming  before  you  to  discuss  this  topic  again 
since  this  proposal  has  been  before  us  in  the  hospital  field  in  various 
guises  and  various  forms  during  the  last  4  years,  and  it  is  an  uncom- 
fortable coincidence  to  find  the  cap  at  7  percent  which  is  approxi- 
mately the  exact  number  used  during  the  ill-fated  Cost-of-Living 
Council  attempts  to  force  the  same  kind  of  controls  on  hospitals 
through  a  cap  on  total  expenditures.  I  congratulate  the  committee  on 
holding  hearings  at  such  an  early  date  to  allow  us  to  make  the  point 
that  we  feel  that  this  is  an  unrealistic  and  unhappy  proposal  and  we 
are  disappointed  that  it  is  put  forward  once  again. 

I  think  that  it  is  done  w^'thout  regard  to  the  extent  that  hospitals' 
costs  necessarily  are  incurred  in  caring  for  medicare  beneficiaries,  cost 
increases  of  tJiat  care,  and  that  it  is  really  but  the  latest  in  a  series  of 
administration  efforts  which  seem  to  be  designed  to  afford  the  admin- 
istration national  exposure  on  health  proposals  without  regard  to 
substantive  merit. 
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The  present  proposal  is  rnisleadingly  simple.  In  actuality  it  will  not  I 
save  money  and  will  merely  increase  the  health  care  costs  to  millions  ' 
of  Americans  who  pay  for  their  health  care.  The  administration's 
effort  to  portray  itself  as  a  vigilant  cost  saver  comes  at  the  expense  of 
the  citizens  who  will  bear  those  costs. 

On  page  3  of  our  statement,  we  make  the  point  that  the  causes  of 
tthese  increases  are  in  large  part  beyond  the  control  of  hospitals.  This  is 
:a  point  which  you  have  heard  in  many  forms  from  many  of  the  wit- 
nesses. It  is  nonetheless  true,  even  though  it  has  almost  become  a  cliche 
to  continue  to  say  this.  The  lid  on  medicare  reimbursement  will  not 
prohibit  hospitals'  costs  from  rising.  This  is  the  sam.e  feeling  we  had 
in  the  last  stage  of  the  economic  stabilization  program  when  there  was 
a  situation  where  hospitals  are  not  allowed  to  increase  costs  comparable 
throughout  the  rest  of  the  economy. 

Hospital  costs  are  largely  beyond  the  control  of  hospitals.  I  think 
that  the  arguments  used  in  1974,  and  which  are  still  put  forward ;  that 
greater  efficiency  in  hospital  operations  will  result  in  lower  costs,  are 
just  plain,  at  this  point,  not  true. 

The  hospital  must  pay  its  bills  to  stay  in  operation.  The  effect  of 
the  President's  proposal  if  it  were  enacted,  would  be  to  raise  charges 
for  other  patients  in  order  to  make  up  the  actual  cost  of  medicare  pa- 
tients. If  the  imbalance  becomes  too  great  and  the  nonmedicare 
patients  cannot  continue  this  subsidization — then  the  President's  pro- 
posal ultimately  will  reduce  the  quality  of  health  care  in  this  country. 
Again,  this  stated  conclusion  is  almost  a  cliche,  but  nonetheless  true. 

On  page  5  of  our  statement  we  indicate  why,  as  I  just  said,  the 
President's  plan  does  not  recognize  that  the  hospitals  cannot  control 
a  large  portion  of  their  costs. 

I  would  use  two  examples  to  make  that  point,  one  of  which  has 
already  been  made  by  other  witnesses,  but  I  would  like  to  present  it 
in  a  slightly  different  light  and  another  one  which  has  not  been  offered 
to  my  knowledge. 

As  you  look  on  page  Y  of  our  statement,  the  first  example  is  the 
increasing  costs  of  malpractice  insurance.  Not  just  the  absolute  dollar 
volume  of  this  increase,  but  the  effect  it  has  on  a  hospital  budget  which 
has  become  unsettled  because  of  the  inability  of  the  hospital  board  to 
-estimate  how  much  additional  out-of-pocket  dollars  are  going  to  be 
required  to  cover  malpractice. 

To  give  you  one  example  of  that :  Let  me  describe  the  current  prob- 
lem faced  by  one  of  our  members,  the  Ochsner  Foundation,  of  New 
Orleans,  La.  In  1975  Ochsner  had  $20  million  of  malpractice  coverage 
and  its  malpractice  premium  was  $566,000.  Although  its  situation  in 
1976  has  not  yet  been  submitted  to  its  board  for  decision,  it  is  faced 
with  almost  a  Hobson's  choice.  On  the  one  hand,  it  can  decide  to  self- 
insure  and  face  the  large  potential  risk  of  paying  malpractice  claims 
from  its  own  assets.  Its  sole  alternative  is  the  offer  of  one  (and  only 
one)  insurance  company  which  would  offer  Ochsner  coverage  of  $3 
million  but  with  a  $1  niillion  deductible,  which  leaves  most  of  it  un- 
covered as  anyone  knows  who  has  dealt  with  any  malpractice  problerns. 
The  annual  premium  for  this  drastically  reduced  coverage  is  $1.6  mil- 
lion. It  is  incredible.  I  have  got  other  examples,  but  they  are  not  as 
bad  as  that  one. 

IMany  hospitals,  for  example  the  hospital  of  which  I  am  chairman 
of  the  board  was  unable  to  get  any  coverage  in  late  1975.  We  self- 
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insured  and  the  board  had  no  choice  but  to  live  with  that  for  close  to 
8  months  before  we  finally  got  coverage.  Other  hospitals  are  facing  not 
just  this  uncertainty^  but  a  drastic  change  in  a  budget  which  is  already 
overextended,  as  well  as  pressure  on  cash  flow  to  pay  for  increased 
premiums. 

The  second  point  I  would  make,  on  page  8  of  our  statement,  is 
that  of  the  potential  effect  of  a  Government  mandated  change  in  hos- 
pital operating  costs  because  of  a  proposed  increase  in  the  minimum 
wage — which  I  would  hasten  to  say  at  the  outset  we  don't  oppose.  We 
merely  jDoint  out  in  our  statement  the  effect  of  it  coupled  with  a  7- 
percent  cap. 

Xow.  again,  I  emphasize  that  our  member  hospitals  do  not  oppose 
the  rise  in  the  minimum  wage.  They  merely  would  like  to  point  out 
tlie  effect  that  that  would  have  on  the  hospital  cost  structure  and  the 
effect  it  would  have  if  we  are  under  some  kind  of  an  arbitrary  and 
capricious  7-percent  cap. 

In  looking  at  that  situation,  the  survey  of  our  members  would  reveal 
that  the  enactment  of  H.R.  10130  would,  on  the  average,  cost  our  mem- 
ber hospitals  $5.63  per  patient  day  for  nothing  more  than  the  change 
in  a  Grovernment-mandated  program. 

This  constitutes  approximately  4  percent  of  their  average  operating 
costs  now.  That  really  divides  into  three  factors,  one  factor  is  the 
actual  effect  of  the  changes  in  the  minimum  wage ;  the  second  would  be 
ripple  effect  bringing  the  rest  of  your  employees  into  parity  again; 
and  the  third  is  the  change  in  overtime  pay. 

Again,  we  don't  oppose  it,  we  only  indicate  this  is  the  kind  of  fac- 
tor totally  beyond  our  control  which  would  not  be  anticipated  or  ab- 
sorbed if  an  arbitrary  and  capricious  cap  were  put  on  hospital  costs. 

I  think  another  point  needs  to  be  made,  one  often  not  articulated. 

On  page  10  of  our  statement,  we  make  the  point  that  to  some  extent 
at  least  hospitals  are  not  responsible  for  many  of  the  decisions  which 
cause  their  costs.  It  is  the  physicians  who  place  the  patients  in  the 
hospital,  it  is  the  physicians  who  order  treatment  and  services;  the 
physicians  place  the  pressures  upon  hospitals,  and  rightly  so,  to  pur- 
chase new  equipment.  And  there  are,  as  Mr.  McMahon  has  stated,  con- 
trols being  put  in  place  which  would  have  some  effect  over  this  latter 
cost.  These  are  pressures  which  are  only  partially  within  the  control 
of  the  hospitals  themselves. 

It  is  often  assumed  that  the  hospital  controls  the  way  in  which  a 
physician  practices  medicine.  Obviously,  it  does  not. 

We  make  the  point,  on  page  11  of  the  statement,  that  the  President's 
proposal  would  simply  transfer  costs,  not  save  them.  I  think  that  we 
all.  at  least,  have  heard  testimony  on  that  point  sufficiently  not  to 
emphasize  it  further. 

In  the  last  two  pages  of  our  testimony,  we  emphasize  a  point  which 
I  think  is  very  important.  This  kind  of  a  proposal,  the  7-percent  cap 
proposal,  will,  in  fact,  inhibit  the  enactment  of  national  health  insur- 
ance. It  traumatizes  the  hospitals;  it  places  them  in  a  position  of 
opposition  to  a  reasonable  NHI  proposal.  The  hospitals  fear,  quite 
reasonably,  it  turns  out  that  the  next  time  there  is  a  Federal  budget 
squeeze,  the  next  time  there  is  a  small  recession,  there  will  be  slices 
taken  out  of  their  operation  and  out  of  their  budgets.  You  cannot,  I 
believe  this  very  sincerely,  you  cannot  legislate  national  health  insur- 
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ance  subject  to  the  swings  of  a  budget  that  results  in  these  kinds  of 
proposals. 

The  planning  for  national  health  insurance  which  we  endorse  has 
got  to  take  place  in  such  an  atmosphere  that  it  is  not  aifected  by  the 
Federal  budget  of  this  fiscal  year  or  next  fiscal  year. 

Finally,  Mr.  Chairman,  I  would  say  once  again  the  administration, 
in  our  opinion,  must  work  with  Congress  and  with  the  health  care  field 
rather  than  confronting  them  with  what  are  essentially  adversarial . 
actions  like  the  ill-fated  attempt  to  eliminate  the  medicare  nursing 
differential  and  like  the  current  suggestion  to  place  an  arbitrary  lid 
on  medicare  reimbursement.  Both  these  efforts  to  make  what  are,  in 
effect,  programmatic  changes  and  to  change  the  entire  system  of  rea- 
sonable cost  reimbursement  under  medicare,  are  sprung  without  con- 
sultation, with  one  line  in  the  President's  budget  message,  and  the 
consultation  is  without  knowledge  of  us,  the  hospital  field,  or  with 

you. 

The  inevitable  battle  will  ensure.  Perhaps,  if  the  administration  had  > 
in  each  instance  been  required  first  to  discuss  its  ideas  could  have  been 
persuaded  of  their  flaws  before  presenting  them  to  the  public  as  an 
official  position  of  the  Government. 

We  will  have  to  work  to  the  extent  we  can  to  defeat  this  proposal. 
I  do  it  more  in  sorrow  than  in  anger.  It  seems  to  me  that  after  7  years 
we  could  have  expected  a  more  sophisticated  approach  to  the  question 
of  controlling  hospital  costs. 

Thank  you. 

[The  prepared  statement  follows :] 
Statement?  of  John  F.  Horty,  President,  Council  of  Community  Hospitals 

My  name  is  John  F.  Horty.  I  am  President  of  the  Council  of  Community 
Hospitals.  CCH  is  an  organization  composed  of  large  and  small  hospitals  whose 
primary  focus  is  in  providing  hospital  care  of  the  communities  in  which  they  are 
located,  as  well  as  of  persons  interested  in  ensuring  that  such  hospitals  are  able 
to  continue  providing  quality  care  to  their  patients.  To  that  end.  CCH  assesses 
ma.lor  federal  regulatory  and  legislative  proposals  that  might  affect  community 
hospitals  and  expresses  its  views  on  such  proposals. 

I  appreciate  this  opportunity  to  appear  hefore  you  today.  I  would  like  to  con- 
centrate my  remarks  on  one  of  the  topics  you  are  considering — the  President's 
proposal  to  limit  increases  in  hospital  per  diem  reimbursement  under  Medicare 
to  7  percent  per  annum.  While  it  is  difficult  to  discuss  the  proposal  with  precision 
since  the  President  has  not  (at  least  publicly)  developed  the  ideas  that  may  be 
behind  the  one  sentence  contained  in  his  Budget  Message  to  Congress,  the  basic 
suggestion  is  clear  and  its  fallacies  are  readily  apparent.  "We  congratulate  this 
Committee  for  the  speed  with  which  it  has  instituted  these  hearings.  It  provides 
us  an  early  opportunity  to  answer  the  President,  and  for  this  committee  to 
consider  this  matter. 

The  President  apparently  proposes  to  limit  increases  in  Medicare  reimburse- 
ment to  7  percent  without  regard  to  the  extent  to  which  hospitals'  reasonable 
costs  necesarily  incurred  in  caring  for  Medicare  beneficiaries  actually  increase. 
This  is  but  the  latest  in  a  series  of  Administration  efforts  that  seem  to  be  designed 
to  afford  the  Administration  national  exposure  without  regard  to  substantive 
merit.  The  present  proposal  is  misleadingly  simple.  In  actuality,  however,  it  will 
not  save  any  money  and  will  merely  increase  the  health  care  costs  of  millions 
of  Americans  who  pay  for  their  own  health  care.  The  Administration's  effort  to 
portray  itself  as  a  vigilant  cost-saver  comes  at  the  expense  of  the  citizens  who 
will  bear  those  costs. 

The  reaction  I  experienced  upon  hearing  the  President's  proposal  must  have 
been  what  Hercules  felt  upon  attacking  Hydra.  I  had  throught  that  we — Con- 
gress and  hospitals  together— had  finally  disposed  of  the  simplistic  and  erroneous 
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belief  that  hospital  charges  and  consequently  hospital  costs  can  be  controlled 
by  Government  fiat.  This  notion,  however,  apparently  has  a  fixed  hold  upon  the 
Administration,  and  it  has  again  been  hauled  out  as  a  remedy  to  Federal 
budgetary  pressures. 

The  Administration  must  learn  once  and  for  all  that  a  proposal  of  an  arbitrary 
limitation  on  hospital  reimbursement  is  not  a  solution  to  increasing  health  costs. 
It  may  be  an  attention  and  headline  gatherer ;  it  is  not  a  solution.  Because  the 
causes  of  those  increases  are  in  large  part  beyond  the  control  of  hospitals,  a  lid  on 
Medicare  reimbursement  will  not  prevent  hospitals'  own  costs  from  rising.  Be- 
cause a  hospital  must  pay  its  bills  to  stay  in  operation,  the  effect  of  the  President's 
proposal  (if  it  were  enacted)  would  be  to  raise  charges  for  other  patients  in  order 
to  make  up  the  actual  cost  of  Medicare  patients.  If  the  imbalance  becomes  too 
great  and  the  non-Medicare  patients  cannot  continue  this  subsidization,  the  pro- 
posal would  ultimately  reduce  the  quality  of  health  care  in  this  country. 

As  you  will  recall,  the  Administration's  Phase  IV  of  Price  Controls  provided 
essentially  that  hospital  charges  could  not  increase  more  than  7.5  percent  per 
annum — a  figure  that  is  uncomfortably  coincidental  to  the  current  proposal.  The 
Administration  imposed  this  artificial  limitation  on  health  charges  despite  the 
fact  that  it  permitted  the  remainder  of  the  economy  (with  the  exception  of  the 
construction  industry)  to  be  decontrolled.  The  price  of  what  hospitals  must  pur- 
chase— workers,  drugs,  fuel,  food,  etc. — was  rising  repeatedly.  But  hospitals  were 
not  able  to  raise  their  charges  to  recoup  these  increased  costs.  As  a  result,  hospi- 
tals began  to  suffer  increased  losses.  They  vrere  severely  squeezed. 

A  report  prepared  by  Everett  A.  Johnson,  Ph.  D.,  Chairman  of  CCH,  on  the 
basis  of  a  survey  of  approximately  200  community  hospitals,  pointed  out  that 
the  economic  stabilizai  ion  program  eroded  the  ability  of  health  care  institutions 
to  provide  the  care  which  is  their  reason  for  being.  {ALodern  HeaWware,  July 
1974)  Between  1971  and  1973  the  number  of  hospitals  with  operating  losses  in- 
creased by  approximately  30  percent.  They  were  able  to  continue  operating  only 
by  deferring  the  purchase  of  needed  equipment,  deferring  maintenance,  refusing 
equitable  wage  increases,  and  using  reserves  that  had  been  accumulated  for 
other  i)urposes  (such  as  renovation,  modernization,  and  construction).  The  study 
concluded  that  the  continuation  of  the  program  would  lead  to  decreases  in  the 
quality  of  care,  in  the  implementation  of  new  medical  technology,  and  in  the 
attractiveness  of  health  care  careers.  The  emergency  strategy  developed  by  hospi- 
tals to  operate  under  price  controls  constituted  nothing  more  than  borrowing 
frcm  the  future.  It  could  not  long  be  maintained  then.  It  w^ill  not  be  any  more 
successful  now. 

Because  of  the  pressures  imposed  by  the  arbitrary  limitations  under  price  con- 
trols, hospitals  were  forced,  after  entreaties  to  the  COLC  proved  futile,  to  sue  to 
set  aside  the  Phase  IV  controls  imposed  on  them. 

While  this  litigation  was  pending,  the  Administration  was  endeavoring  to 
persuade  the  Congress  to  continue  the  Economic  Stabilization  Program  so  that  it 
could  control  only  two  sectors  of  the  economy — health  care  and  construction. 
Congress,  however,  recognized  the  futility  and  unfairness  of  such  an  approach, 
and  indeed  of  price  controls  generally,  and  refused  to  extend  the  Economic 
Stabilization  Program, 

The  President's  current  proposal  revives  the  misguided  assumptions  that  under- 
lay the  price  controls  it  imposed  on  hospitals. 

THE  president's  PLAX  DOES  'XOT  EECOGNIZE  THAT  HOSPITALS  CANNOT  i 
CONTROL  A  LARGE  PORTION  OF  THEIR  COSTS 

There  is  apparently  no  recognition  in  the  President's  plan  of  the  fact  that  a 
hospital's  reimbursement  per  patient  day  is  a  function  of  patient  mix  and  of 
the  intensity  of  services  provided  each  patient.  Even  the  Cost  of  Living  Council 
recognized  these  factors.  If  a  new  test  is  introduced  at  the  hospital  to  increase 
the  quality  of  patient  care,  the  per  diem  charge  will  be  greater — not  because  any 
cost  has  increased  but  because  a  new  service  has  been  provided.  But  the  Presi- 
dent's proposal  would  preclude  hospitals  from  being  reimbursed  for  the  new 
service — this  despite  the  fact  that  Congress  has  already  provided  for  stringent 
planning  safeguards  to  ensure  that  Medicare  will  not  reimburse  for  new  services 
unless  they  are  truly  needed.  Tliis  protection  against  unnecessary  new  services 
is  codified  in  Section  1122  of  the  Social  Security  Act. 

But  the  President's  proposal  suffers  from  an  even  more  fundamental  flaw: 
it  assumes  that  hospitals  can  control  all  their  costs,  when  in  fact  large  com- 
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ponents  of  those  costs  are  beyond  their  control.  There  are  two  facts  of  hospital 
life  that  limit  their  ability  to  control  costs.  ^ 

First,  hospitals  are  consumers.  Their  costs  are  set  by  what  they  must  pay  - 
for  goods  and  services.  Fuel  and  utility  costs,  as  we  all  know,  have  increased! 
greatly  over  the  past  several  years.  Yet  since  hospitals  use  large  amounts  of| 
energy,  and  do  so  on  a  round-the-clock  basis,  their  energy  costs  are  in  large  part'' 
beyond  their  control.  Hospitals  cannot  turn  off  the  lights  and  heat  (or  the  X-' 
ray  machines)  after  5:00  p.m.,  as  many  businesses  can.  These  costs — and  the-; 
complete  unpredictability  of  increases  in  the  costs  of  petrochemical  products,- 
drugs,  and  the  numerous  other  items  hospitals  use — make  the  7%  limitation 
(or  any  stated  figure)  totally  arbitrary. 

Let  me  give  you  two  more  examples  of  costs  that  hospitals  cannot  control — ' 
both  of  which  have  exploded  over  the  past  year. 

First,  the  cost  of  malpractice  insurance.  As  you  may  know,  many  hospitals 
(totally  without  regard  to  their  own  claims  experience)  have  had  their  mal- 
practice premiums  increased  by  as  much  as  600%  or  700%  in  one  year.  To  use 
but  one  example  from  the  distressingly  large  number  of  such  increases,  allow 
me  to  describe  the  current  problem  faced  by  one  of  our  members,  the  Ochsner 
Clinic  of  New  Orleans,  Louisiana.  In  1975  Ochsner  had  $20  million  of  malpractice 
coverage  and  its  malpractice  premium  was  $566,000.  Although  its  situation  for 
1976  has  not  yet  been  submitted  to  its  Board  for  decision,  it  is  faced  with  a 
Hobson's  choice. 

On  the  one  hand,  it  can  decide  to  self-insure  and  face  the  large  potential  risk  i 
of  paying  malpractice  claims  from  its  own  assets.  Its  sole  alternative  is  the  offer 
of  one  (and  only  one)  insurance  company  which  would  offer  Ochsner  coverage 
of  $3  million  but  with  a  $1  million  deductible.  The  annual  premium  for  this  ( 
drastically  reduced  coverage  will  be  $1.6  million.  In  other  words,  Ochsner  is 
being  offered  less  than  one- tenth  the  coverage  (with  the  first  $1  million  of  each 
claim  claimed  completely  uncovered)  for  approximately  three  times  the  cost. 
Translated  into  real  terms,  Ochsner's  increase  in  malpractice  premium  rates  for 
the  coverage  it  will  actually  be  receiving  has  effectively  increased  by  approxi- 
mately 3,000  percent.  1 

The  premiums  it  will  be  forced  to  pay  for  the  reduced  coverage  will  increase  j 
its  cost  per  patient  day  at  $6.56.  Moreover,  because  Ochsner's  malpractice  loss  i 
risks  will  be,  in  part,  uncovered,  prudent  business  practices  will  require  it  to 
reserve  an  additional  amount  for  potential  losses,  which  will  further  substan- 
tially increase  its  per  diem  costs. 

Secondly,  as  you  will  recall,  Congress  in  its  wisdom  has  recently  repealed  the 
exemption  from  the  National  Labor  Relations  Act  for  non-profit  hospitals.  Hos-. 
pitals  are  labor-intensive.  Unionization  is  expanding.  There  is  no  doubt  that 
hospital  wages  will  increase  as  a  result. 

These  are  merely  two  examples  of  increased  hospital  expenses  tha^ require 
their  charges  to  be  raised.  These  items  may  continue  to  rise.  Others  will  also 
rise.  For  instance.  Congress  is  currently  considering  a  further  increase  in  mini- 
mum wage.  Because  I  feared  that  this  increase  might  have  a  substantial  effect 
on  hospital  costs  and  also  feared  that  these  increases  might  erroneously  be 
cited  as  evidence  of  what  the  Administration  likes  to  characterize  as  runaway 
hospital  costs,  I  prepared  a  survey  of  our  members  to  determine  what  effect  en- 
actment of  this  increase  would  have. 

The  results  are  significant.  The  survey  reveals  that  enactment  of  H.R.  10130 
would,  on  the  average,  cost  our  member  hospitals  $5.63  per  patient  day.  This 
constitutes  approximately  4%  of  their  average  total  operating  cost.  In  other 
words,  more  than  half  of  the  President's  permitted  increase  would  be  exhausted 
merely  by  complying  with  a  Federally  mandated  wage  increase. 

More  important  still  in  evaluating  the  President's  proposal  is  the  range  of 
cost  increases.  Current  wage  scales,  of  course,  vary  greatly  depending  in  par- 
ticular on  the  geographic  location  of  the  hospital.  Consequently,  enactment  of 
H.R.  10130  would  raise  costs  per  patient  day  only  $.71  for  the  hospital  least 
affected,  but  $13.87  for  the  hospital  at  the  other  end  of  the  spectrum.  The 
$13.87  increase  would  raise  that  hospital's  total  operating  costs  by  approximately 
10% — in  other  words,  it  could  not  comply  both  with  the  increased  minimum  wage 
requirement  as  contemplated  by  H.R.  10130  and  with  the  President's  suggested 
Medicare  reimbursement  limitation  without  increasing  its  charges  to  non-Medi- 
care patients  to  collect  the  money  necessary  to  pay  the  increased  wages. 
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As  these  examples  demonstrate,  any  increase  in  minimum  wa^es  would  affect 
particular  hospitals  differently.  It  reveals  again  how  simplistic  and  irrelevant 
IS  an  across-the-board  arbitrary  limit  on  hospital  reimbursement/ 

\\  e  do  not  oppose  increasing  the  minimum  wage.  We  believe  all  workers  should 
be  fairly  paid.  But  we  do  ask  that  the  cost  of  such  a  step  be  considered,  and  that 
hospitals  be  permitted  the  funds  (by  reimbursement  or  otherwise)  to  pay  their 
employees  the  legal  minimum.  The  President's  proposal,  however,  would  preclude 
hospitals  from  being  reimbursed  even  for  legally  mandated  increases  like  the 
minimum  wage  (if  they  totalled  more  than  7%  in  any  year ) . 

The  second  major  circumstance  which  severely  restricts  a  hospital's  ability  to 
limit  costs  is  the  fact  that  doctors— not  hospitals— determine  who  is  to  be' ad- 
mitted and  for  how  long,  what  drugs  will  be  administered,  vvhat  (and  how 
many;  tests  will  be  run,  and  what  treatment  a  patient  will  be  given.  If  doctors 
order  more  tests,  develop  new  techniques  for  treating  conditions  for  which  previ- 
ously they  could  do  nothing,  or  order  more  brain  scans,  hospital  charges  will 
increase.  But  the  President's  proposal  (as  we  understand  it)  will  not  take  into 
account  the  fact  that  hospitals  cannot  limit  increases  in  charges  that  result  from 
physician  decisions  and  orders. 

THE  PRESIDENT'S  PROPOSAL  WOULD  SIMPLIFY  TRANSFER  COSTS,  NOT  SAVE  THEM 

To  the  extent  that  hospital  costs  attributable  to  Medicare  patients  increase  by 
more  than  79c,  the  hospital  will  be  forced  to  chose  between  curtailing  the  quality 
of  service  provided  Medicare  patients  or  increasing  the  charges  other  patients 
must  pay  to  recoup  the  increased,  but  unreimbursed,  costs. 

The  President's  proposal,  therefore,  raises  the  vexsome  question  of  whether 
the  quality  of  care  received  by  Medicare  patients  should  be  lowered.  It  seems 
unlikely  that  Congress  would  take  a  position  that  would  result  in  a  lower  quality 
of  care  to  the  elderly,  and  hospitals  could  not  in  conscience  support  such  a  pro- 
posal. Accordingly,  if  Congress  should  adopt  the  President's  proposal,  it  will  have 
determined  that  Medicare  patients'  care  should  not  financed  entirely  from  Social 
Security  taxes,  but  that  paying  patients  and  insurance  beneficiaries  should  pay 
a  share  of  these  costs — either  by  reduced  services  or  increased  charges.  Since 
neither  Congress  nor  hospitals  are  willing  to  lower  the  quality  of  care  provided 
non-Medicare  patients  to  pay  for  the  care  given  Medicare  patients,  hospitals 
would  be  forced  to  raise  their  charges  to  non-Medicare  patients.  If  the  President's 
proposal  were  adopted,  therefore,  it  would  be  necessary  for  you  to  repeal  the 
provision  in  Section  1861(v)  of  the  Social  Security  Act  requiring  Medicare  to 
pay  the  full  costs  of  treatment  given  Medicare  beneficiaries. 

The  President's  proposal,  therefore,  raises  brutal  questions  of  public  policy. 
Yet  it  does  so  needlessly,  because  however  the  costs  are  allocated,  no  actual 
dollars  will  be  saved  (unless,  of  course,  it  were  determined  to  reduce  the  quality 
of  care  given  to  patients).  Since  we  do  not  understand  the  President  to  be  making 
such  a  proposal,  no  savings  will  be  made  by  the  President's  limitation  on  hospital 
reimbursement.  The  costs  will  simply  be  transferred. 

THE    president's    PROPOSAL.    WHETHER    OR    NOT    IT    IS    ADOPTED,    DIMINISHES  THE 
LIKEHOOD  THAT   NATIONAL   HEALTH   INSURANCE   WILL  BE  ADOPTED 

The  actions  of  the  Administration  in  seeking  arbitrarily  to  limit  hospital 
reimbursement  over  the  past  several  years  have  caused  grave  concern  among 
hospital.s  that  National  Health  Insurance  may  destroy  the  quality  of  our  health 
care  system.  The  President's  current  proposal — like  HEW's  prior  effort  (which 
was  overturned  by  the  courts)  to  terminate  the  8.5%  Medicare  nursing  differen- 
tial— are  seen  by  hospitals  as  a  precursor  of  what  they  could  face  under  NHI. 

At  the  present  time,  the  enactment  of  an  arbitrary  limitation  on  Medicare 
reimbursement  would  result,  as  I  have  discussed  above,  in  transferring  costs 
from  taxpayers  to  health  insurance  premium  payers  and  people  who  pay  their 
own  health  costs  directly.  Hospitals  presumably  would  still  be  able  to  recoup 
thp  costs.  But  if,  under  NHI.  the  Federal  Government  controls,  either  directly 


1  ThPrp  is  an  additional  social  factor  which  should  bp  considered.  In  some  communities,, 
the  hospital  mnv  be  the  only  "industry"  to  which  the  Federal  minimum  wage  law  applies. 
Tn  sur-h  circumstances,  the  hosnital's  wa?re  scale  will  often  be  above  that  of  the  local 
businesses  and  hospital  .iobs  will  become  the  premium  jobs  in  town.  This  is  beneficinl  to 
bosnif-als  and  patients,  of  course,  but  should  be  taken  into  consideration  when  hospital 
costs  and  charjres  are  evaluated  and  when  hospitals'  wage  rates  are  compared  to  prevailing 
wage  rates  in  their  communities. 


134 


'or  indirectly,  all  hospital  funding-,  how  will  hoj^pitals  be  reimbursed  for  their 
costs  if  the  Government  in  some  future  budget  squeeze  refuses  to  pay  hospitals 
for  their  actual  costs?  And  if  they  are  not  thus  reimbursed,  the  consequence  will 
be  obvious :  reduction  in  services,  deterioration  of  plant  and  equipment.  A  few 
years  of  Government  failure  to  cover  hospital  costs  could  destroy  the  quality 
of  a  health  care  system  that  has  developed  and  improved  over  many  generations. 

The  President  is  proposing  not  to  fullill  the  Government's  commitment  to  hos- 
pitals under  an  existing  program.  Would  a  future  Government  likewise  breach 
a  reimbursement  commitment  under  XHI — when  there  would  be  no  pool  of  other 
funds  to  look  to?  The  President's  current  proposal  can  l)e  viewed  only  as  an  over- 
reaction  to  a  temporary  budget  deficiency.  But  neither  Medicare — nor,  if  it  is 
enacted,  national  health  insurance — can  be  turned  off  and  on  again  to  meet  with 
cyclical  considerations.  It  is  imperative  that  if  this  country  decides  to  undertake 
NHI.  it  make  a  commitment  to  adequately  fund  it  regardless  of  budgetary  and 
fiscal  cycles. 

Essentially,  what  the  President  proposes  is  an  entire  restructuring  of  the 
reasonable  cost  formula  for  INIedicare  reimbursement.  Reasonable  cost  would 
apparently  be  replaced  by  an  arbitrary  percentage  subject  to  prognostication  by 
administration  soothsayers  from  year  to  year  and  adjustment  to  passing  political 
exigencies.  This  would  be  a  fundamental  change  in  the  Medicare  program,  surely 
worthy  of  more  than  one  line  in  the  President's  budget  message. 

The  Administration  must  woik  with  Congress  and  the  healthcare  field  ratlier 
than  confronting  them  with  what  are  essentially  adversarial  actions,  like  the 
(fortunately)  ill-fated  effort  to  eliminate  the  Medicare  nursing  differential, 

and  like  the  current  suggestion  to  place  an  arbitrary  lid  on  Medicare  reimburse- 
ment. Both  these  efforts  to  make  what  are  in  effect  programmatic  changes  were 
sprung  without  consultation,  either  with  you  or,  certainly,  with  us.  And  the 
inevitable  battle  will  ensue.  Perhaps  if  the  Administration  had  in  each  instance 
been  required  first  to  discuss  its  ideas,  it  could  have  been  persuaded  of  their 
flaws  before  presenting  them  to  the  public  as  official  positions. 

Has  the  Administration  no  better  proposal,  no  more  sophisticated  solution  to 
the  problems  of  cost  and  inflation — wliich  concern  all  of  us  and  which  are  far 
broader  than  hospitals  and  health  alone — than  a  simplistic  arbitrary  limitation? 
Has  the  Administration  taken  the  position  that  it  can  come  up  with  no  effective 
tsolution  but  that  it  can  require  hospitals  to  suffer  the  consequences  of  its  sim- 
plistic and  ill-considered  reaction  to  the  problem? 

We  will  have  to  work  to  defeat  this  proposal,  not  in  anger  but  in  sorrow.  In 
sorrow  that  this  is  the  best  answer  the  Administration  can  propose  after  seven 
years  of  studying  the  problem,  and  that  once  again  a  proposed  solution  has  been 
arrived  at  not  cooperatively  but  in  secret  and  has  been  presented  by  surprise 
despite  the  obvious  and  expected  adverse  reaction  that  even  the  Administration 
must  have  foreseen. 

Mr.  KosTENKOWSKi.  Thank  yoii,  ^Ir.  Horty. 

Are  there  any  questions  of  the  witness? 

]^Ir.  DuxcA^T.  I  have  no  questions,  ]Mr.  Chairman. 

]Mr.  Craxe.  Yes,  Mr.  Chairman. 

Mi\  RosTENKowsKi.  Mr.  Crane  will  inquire. 

JMr.  Craxe.  Thank  you,  Mr.  Chairman. 

iMr.  Horty,  I  appreciate  your  testimony.  I  am  also  tempted  to  sup- 
port these  proposals  if  the  objective  indicated,  of  setting  back  the  im- 
plementation of  any  national  health  insurance  program  by  the  Federal 
Government  would  come  to  fruition. 

Instead,  I  think  that  the  outcome  you  predict  is  exactly  what  will 
happen.  We  have  seen  it  happen  in  country  after  country  that  has 
opted  in  favor  of  government  health  care;  namely,  the  reduction  in 
services,  deterioration  of  plant  and  equipment,  and  rationing  of 
health  care  services. 

This  dilemma,  not  only  with  respect  to  the  health  care  field  in  this 
country,  is  something  that  has  happened  by  bureaucratic  edicts,  rules, 
re<2rulations,  and  guidelines  that  are  sometimes  at  variance  through 
misunderstanding  of  congressional  intent,  and  sometimes,  as  in  the 
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case  of  bussing  promoted  by  HEW,  in  open  defiance  of  congTessional 
intent.  ^ 

It  is  because  of  this  that  I  submitted  a  bill,  H.E.  11030,  which  would 
require  prior  consultation  on  the  part  of  Federal  agencies  on  matters 
relating  to  the  health  care  industry  with  the  appropriate  committees 
of  jurisdiction  here  in  the  Congress.  I  am  sure  you  are  familiar  with 
the  pro\-isions  of  that  bill,  and  I  would  appreciate  any  comments  that 
yuu  might  have  on  it. 

^Ir.  HoRTY.  Yes.  we  are  familiar  with  the  provisions  of  that  bill  and 
we  very  much  support  the  principle  of  allowing  the  committee  to 
have  the  opportimity  to  look  at  the  regulatory  proposals  which  come 
froni  the  Department  of  Health,  Educatiom  and  Welfare  prior  to 
their  being  puljlished  in  proposed  regulatory  form. 

I  think  that  tliis  would  go  in  the  direction  that  I  stated  in  my  testi- 
numy  which  is  to  dampen  the  confrontation  between  hospitals  and 
HEW  and  allow  time  for  a  look  at  the  proposals  and  discussion  prior 
to  their  being  engraved  in  stone,  which  as  we  know  is  pretty  much  the 
case  Qven  when  they  come  out  in  proposed  published  form.  At  that 
J  joint  there  is  A-ery  little  that  can  be  accomplished  other  than  a  con- 
frontation. Sometimes  some  changes  are  then  made,  but  over  the  years 
my  experience  has  been  that  they  have  been  mostly  cosmetic  and 
minimal. 

I  think  your  bill  would  be  a  reasonable  approach  to  the  problem. 
Hie  time  limit  of  your  bill  is  60  da  vs.  That  gives  sufficient  time  for 
reaction.  The  bill  does  not  require  this  committee  to  do  anything.  It 
merely  pro\"ides  that  tlie  proposed  regulations  sit  on  the  table  for 
whatever  input  the  committee  or  anyone  else  may  wish  to  make.  It 
allows  the  committee  to  examine  them  to  see  that  they  comply  with 
congressional  intent.  We  support  the  bill. 

^Ir.  Craxe.  Do  you  think  that  60-day  period  is  appropriate ;  should 
it  be  longer  or  shorter? 

Mr.  HoRTY.  I  think  that  is  an  appropriate  period  given  all  the  fac- 
toi-s.  There  will  be  some  Avho  will  sa^^  that  this  will  result  in  such  a 
delay  that  the  administration  can  ill  afford.  I  disagree,  delay  is  a  small 
price  to  pay  for  acceptance.  It  is  nothing  more  than  a  delay  because 
under  the  terms  of  your  bill  HEW  can  go  forward  after  the  60-day 
period. 

Second,  60  days  is  a  relatively  short  time  if  it  will  lessen  likelihood 
of  litigation,  the  modus  operandi  of  communication  during  the  past 
2  years  with  respect  to  the  hospital  field  and  HEW. 

^Tr.  Craxe.  I  understand  there  are  precedents  for  this  kind  of  legis- 
lation. Have  you  done  any  research  along  those  lines  ? 

Mr.  HoRTY.  Yes.  there  are  approximately  25  such  provisions  within 
the  statutes  at  the  present  time. 

^Ir.  Craxe.  I  anticipate  that  there  might  be  objections  from  the 
executive  branch,  at  least  Federal  departments  and  agencies,  to  this. 
Would  you  care  to  comment  on  that  ? 

^Ir.  Horty.  Well,  the  only  thing  I  can  say  is  that  so  far,  at  least 
tlie  executive  branch  has  not  opposed  or  vetoed  any  legislation  such  as 
your  bill  which  merely  provided  for  a  prior  notification  of  the  applica- 
i)le  committee  prior  to  proposed  promulgation  by  the  agency.  Congress 
can  always  act  legislativeh'  or  b}^  oversight  hearings  to  inhibit  arbi- 
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trary  and  capricious  action  by  HEW.  Your  bill  gives  this  process  a 
new  and  very  helpful  dimension. 

Mr.  Crane.  Thank  you  very  much,  Mr.  Horty. 

Mr.  EosTENKOwsKi.  Mr.  Peterson,  Dr.  Peterson,  please  ? 

Welcome  to  the  committee.  Doctor.  If  you  would  identify  your 
association  and  proceed  with  your  testimony. 

STATEMENT  OP  MALCOLM  L,  PETERSON,  M.B.,  miENDS  COMMITTEE 
ON  NATIONAL  LEGISLATION 

Dr.  Peterson.  Thank  you,  Mr.  Chairman.  I  am  Malcolm  Peterson. 
I  am  appearino^  here  today  on  behalf  of  the  Friends  Committee  on 
National  Legislation,  an  organization  which  is  widely  representative 
of  Friends  groups  around  the  Nation,  but  does  not  purport  to  speak 
for  all  mem.bers  of  the  Religious  Society  of  Friends,  who  charish  their 
rights  to  individual  opinions.  My  comments  on  pending  legislation 
regarding  the  fiscal  support  of  educating  providers  of  health  care 
for  the  future  reflect  the  concerns  of  a  vast  number  of  American  citi- 
zens who,  through  their  religious  affiliations,  have  expressed  their 
agreement  on  the  principles  set  forth  by  this  legislative  committee  in 
its  statement  of  "Principles  of  Health  Care  in  the  United  States." 

My  qualifications  in  health  care  are  described  in  the  resume 
appended  to  the  text  of  the  prepared  commentary  which  has  been 
submitted,  so  I  will  simply  state  for  the  record  that  my  medical  sub- 
specialty in  the  field  of  internal  medicine  is  gastroenterology  and  I 
have  spent  the  largest  share  of  my  professional  life  in  research  and 
teaching.  For  the  past  61/^  years,  I  have  been  at  the  Johns  Hopkins 
University.  I  am  now  the  dean  of  the  school  of  health  services,  a  new 
division  of  the  university  created  exclusively  to  address  some  of  the 
problems  which  contribute  to  the  inadequacies  of  our  Nation's  health 
care  system. 

I  am  grateful  to  have  the  opportunity  to  appear  here  to  offer  a 
viewpoint  on  the  administration's  proposal  for  the  budget  for  the 
Federal  expenditures  for  health  care  because  I  find  the  proposal  en- 
dangers every  promising  development  in  the  health  care  system,  and 
it  goes  against  nearly  every  bit  of  evidence  Avhich  suggests  what  our 
policies  for  structuring  an  effective,  efficient,  and  economical  health 
care  system  should  be,  I  h^ve  chosen  to  address  my  remarks  to  only 
three  areas,  namely,  the  inhumane  consequences  of  the  proposed  Fi- 
nancial Assistance^  for  Health  Care  Act,  the  counterproductive  ex- 
penditures for  health  manpower  education  and  training,  and  lastly 
the  fiction  of  the  economies  which  are  alleged  to  be  achieved  when 
limits  are  imposed  on  payments  for  services.  In  selecting  these  I  hope 
to  make  the  point  that  we  favor  bringing  the  inflationary  spiral  in 
health  care  costs  under  control,  but  not  at  the  expense  of  the  people's 
health  and  by  refuting  the  principle  that  all  citizens  will  have  equal 
access  to  a  single  high  standard  of  health  care. 

The  goals  whicli'the  Friends  Committee  on  the  National  Legisla- 
tion has  urged  in  its  earlier  position  papers  regardinjof  the  budget 
would  have  consequences  which  are  diametrically  opposite  to  the  con- 
sequences which  this  budget  would  have.  Instead  of  assurinor  every 
citizen  an  equal  opportunity  to  health  care  this  budget  would  have 
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the  effect  of  disenfrancliisiiig  millions  of  Americans  because  it  would 
T^^^^^f  o±  an  inferior  health  care  system  for  the  poor, 
?m!l  ^^"^'^  ^^om  the  system  which  wonld  be  available  to  the  more 
affluent.  Compoimdmg  this  meqiiity  would  be  the  fact  that  individuals 
Imng  m  each  of  tne  50  btates  would  have  different  heahh  care  serv- 
ices available  to  them  depending  on  various  local  factors,  manv  of 
wliicn^are  m  turn  determined  by  forces  which  are  external  to'' the 
^tates  jurisdictions.  One  has  only  to  cite  the  evidence  of  what  has 
happened  m  the  medicaid  programs  in  California.  Maryland,  Mis- 
souri—m  fact,  m  nearly  every  one  of  the  States  to  date— when  fiscal 
limitations  are^  threatened.  The  result  m  each  instance  is  that  sen^ices 
are  cur  back.  ^Mnce  the  extent  and  nature  of  services  imder  medicaid 
are  subject  to  such  variations  in  fimding  and  policies,  low-income 
families  are  buffeted  by  shifting  criteria  for  elidbilitv,  on-again-off- 
again  payments  for  dental  care  or  prescription  items,  "and  im^willino-- 
ness  of  providers  to  furnish  services  because  of  the  low  levels  of  re- 
imbursement. Currently  in  the  State  of  Mayland  the  most  recent  cut 
in  medicaid  services  has  resulted  in  new  superimposed  copayments  for 
certain  prescription  items  such  as  some  of  the  necessary  things  like 
insulin  for  the  elderly  diabetics.  This  works  a  terrific' hardship  in 
an  absolutely  essential  life-supporting  drug  just  by  wav  of  example 
of  what  happens  when  these  are  cut  back  and  funds  are  not  available. 

As  soon  as  the  medicaid  pa^mients  for  services  became  insufficient 
in  the  eyes  of  the  practitioners,  they  simply  declare  their  medical  or 
dental  practices  "off  limits"  to  persons  whose  health  care  is  paid 
through  medicaid.  This  throws  a  greater  load  onto  the  emergency 
rooms  and  outpatient  departments'^of  hospitals.  This,  in  turnT  will 
result  in  a  gi'eater  fiscal  burden  on  the  hospitals  in  that  cost  center 
which  is  notorious  for  having  high  levels  of  nonrecoverable  costs.  The 
administration  proposes  that  hospitals  be  limited  to  increases  in 
hospital  payments  of  7  percent  for  per  diem  charges.  Thus,  the  insti- 
tutions which  are  forced  by  preexisting  labor  contracts  to  increases 
in  personnel  costs  plus  skyrocketing  expenses  for  paper  and  petro- 
chemical items  will  be  caught  between  the  requirement  that  they  pro- 
vide  equal  quality  of  services  for  the  entire  clientele  when  reimburse- 
ment will  not  be  allowed  by  various  restrictions  on  ratesetting. 

TTliile  we  see  there  are  clearly  ways  out  of  this  fiscal  dilemma,  but 
clearly  the  administration's  reduction  and  realinement  of  support 
leads  us  on  the  path  toward  disaster.  One  has  only  to  look  at  the  ex- 
perience in  the  State  of  Maryland  where  the  hospital  cost  review  com- 
mission has  struggled  with  the  issues  inherent  in  ratesetting  to  see 
how  unrealistic  are  the  expectations  that  health  cost  inflation  can  be 
slowed  by  limiting  reimbursements  or  by  requiring  health  planning 
and  cost'controls.^^The  only  assured  outcome  of  this  proposal  would 
be  chaos  and  inequalities  in  the  level  of  health  care  provided.  The 
shame  of  this  outcome  is  even  greater  when  one  is  reminded  that  the 
poor  and  the  elderly  are  those  who  have  the  greatest  needs  in  health 
care. 

Onlv  recently  when  the  medicaid  fund  of  the  State  of  Maryland  was 
facincr  the  consequences  of  unanticipated  levels  of  expenditure  and 
insufficient  reserves  the  outcome  I  am  describing  resulted.  Certain 
essential  medications  were  taken  off  the  list  of  available  ser^-ices.  and 
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reirnbursements  for  dental  care  were  reduced,  llie  results  of  the  with- 
drawal of  the^  services  have  not  yet  become  fully  apparent,  but  in 
I^revious  instances  in  which  such  actions  have  been  taken  subj'^yiufjnt 
assessn^ient  showed  that  a  greater  need  for  curative  services  with  con- 
comitantly ^eater  costs  have  become  appaient.  For  instance,  when 
family  planning  sei-vices  hare  been  withheld  for  fiscal  or  other  reas<^)jis, 
the  costs  of  mafei-nal  health  caie  have  ris^m,  excessive  morbidity  and 
mortality  have  resulted,  and  unwanted  children  too  often  are  seen  in 
the  emergency  rooms  with  the  battered  child  syndrome.  Similarly,  the 
neglect  of  dental  conditions  results  in  greater  rates  of  dental  extrac- 
tions, need  for  prostheses,  et  cetera,  all  of  which  are  more  expensiv  e 
than  the  original  care  would  have  been. 

llie  administration's  prox>osed  budget  calls  for  a  reduction  and  ?t 
redirection  of  expenditurcr,  for  training  and  education  of  healf].- 
manpower.  I  am  bewildered  by  the  claims  of  the  pr^^sent  and  previou 
administrations  to  the  effect  that  investment  of  Federal  dollars  ir. 
research  have  yielded  the  highest  f|uality  of  medical  care  in  the  world 
and  then  I  see' a  reduction  in  expenditure  f^;  -  training  of  -  -  -  ! 
personnel. 

It  is  even  more  bewildering  to  Sf^e  the  stcmimt  emplj^i-iS  o/i  t;;^: 
need  for  physicians,  dentists,  and  nursc^s  which  is  now  to  be  met  bv 
a  reduced  expenditure  in  funds  for  the  support  of  training  essential 
health  workers.  More  staggering  than  these  paradoxes  is  the  recur- 
rent statement  that  cost  savings  can  be  achieved  by  the  employmerit 
of  practitioners  other  than  physicians  to  provide  piimary  health 
care,  for  example,  nurse  practitioners  and  physicians^  assistants,  when 
the  budget  proposes  a  reduction  in  expenditure  for  training  these 
"paramedical"  personnel.  It  is  now  evident  that  (1)  the  nonphysician 
practitioners  can  be  educated  in  a  shor-ter  time  and  usually  at  a  lower 
cost  per  annum  than  physicians,  ( 2 )  their  produrlivity  in  ]:>erformance 
of  similar  functions  in  patient  care  is  equitable  with  tliat  of  physicians, 
and  (^^)  satisfaction  of  patients  is  certainly  no  less  when  the^r  have 
l)een  cared  for  by  non physicians  as  compared  to  that  of  physicians. 
Given  that  all  of  these  findings  have  now  been  documented,  it  is  incon- 
ceivable to  me  that  the  Federal  Goveiument  would  meet  the  health 
care  needs  of  our  Xation  by  reducing  one  of  the  most  promising  re- 
sources in  manx)Ower  through  reduction  of  fiinds  for  training  them. 
There  are  many  different  progr-ams  in  the  United  States  to  educate  the 
so-called  nev/  liealth  practitioners.  Their  educational  output  has  risen 
from  about  100  such  practitioners  ia  1069  to  a  current  level  of  approxi- 
mately 3,000  nonphysician  health  practitioners  being  trained  each 
year.  At  the  same  time,  this  incredible  production  rate  of  new  health 
practitioners  was  being  achieved  (and  the  plateau  has  not  yet  been 
reached)  the  medical  schools  of  this  country  increased  their  output 
annually  by  about  5.000  physicians. 

^Vhen  one  considers  that  it  takes  4  years  of  college  followed  by  4 
years  of  medical  sf:hool  followed  by  another  3  to  f5  more  years  to 
produce  a  y^racticing  physician,  mr)St  of  whom  will  choose  to  Ix; 
specialists  dealing  with  unusual  health  care  problems  rather  than  the 
problems  which  afflict  most  of  us  most  frequently,  then  the  question 
has  to  be,  "AVhy  does  the  administration  propose  reducing  the  funding 
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of  training  programs  for  the  much  less  expensively  and  more  im- 
mediately available  new  health  practitioner  ? "  ^ 

Finally,  I  wish  to  point  out  that  the  catastrophic  insurance  pro- 
posed here  fails  to  address  the  realities  of  this  insurance  need.  There 
is  an  element  of  grandstand  play  in  making  the  pitch  for  such  cata- 
strophic insurance  when  relatively  few  of  the  eligible  persons  will  ben- 
efit. For  instance,  a  person  covered  by  medicare  insurance  would  have 
to  remain  in  the  hospital  for  more  than  75  days  before  the  ceiling- 
is  reached  and  no  further  costs  would  accrue  to  the  beneficiary. 

It  is  difScult  to  be  certain  how  many  persons  would  actually  bene- 
fit froin  the  $250  ceiling  on  nonliospital  health  care  costs.  A  medicare 
beneficiary  would  have  accumulated  charges  of  over  S900  for  physi- 
cian services  before  the  ceiling  would  be  reached.  In  fact,  the  bene- 
ficiary would  be  paying  much  more  than  these  out-of-pocket  expenses 
if  a  serious  illness  requiring  such  extensive  outpatient  physician  cost 
and  prolonged  hospital  stay  were  necessary.  Thus,  what  soimcls  like 
an  attractive  insurance  plan  against  disastrous  health  care  costs  is.  in 
fact,  a  sop. 

I  do  not  wish  to  merely  find  f  atilt.  I  would  urge  members  of  this  com- 
mittee to  recognize  that  during  fiscal  1977  the  Xation  will  be  spending 
upward  of  $120  billion  for  its  health  care.  There  is  absolutely  no  ques- 
tion that  the  most  recent  experiences  in  the  United  States  reveal  how 
that  cost  can  be  trimmed.  Unfortunately,  we  also  have  evidence  as  to 
how  that  cost  can  be  multiplied.  Piecemeal  tinkering  with  the  health 
care  system  has  been  responsible  for  much  of  the  escalation  of  cost. 
The  fundamental  flaw  in  tlie  U.S.  health  care  system  is  the  fee-for- 
service  reimbursement  on  top  of  the  uncoordinated  entrepreneurial 
system  of  providers.  Studies  done  recently  by  the  Social  Security  Ad- 
ministration reveal  that  prepayment  alone  did  not  result  in  reduced 
health  care  costs,  but  when  prepayment  together  with  multi-specialty 
group  practice  was  the  mode  of  providing  health  care  services,  signifi- 
r^ant  reductions  in  costs  were  achieved,  mostly  through  reduced  use  of 
hospitals. 

I  urge  the  committee  to  respond  to  the  clear  mandate  which  comes 
from  the  most  recent  Gallup  polls  on  citizens'  priorities.  Health  care 
is  the  Xo.  1  concern.  The  concern  can  be  met  at  the  same  time  economies 
are  achieved  if  a  comprehensive  design  for  altered  modes  of  reimburse- 
ment, utilization  of  nonphysician  providers  of  care,  and  organized  sys- 
tems of  care  are  integrated  with  strategies  for  health  systems  planning 
and  patterns  of  control  in  the  hands  of  the  community  rather  than  the 
professionals. 

The  elements  of  the  health  care  system  which  we  envision  are  set 
forth  in  the  appended  statement  on  national  health  goals.  "We  are  not 
unmindful  of  the  concerns  which  have  led  Congress  to  hesitate  in  de- 
veloping and  actinof  upon  legislation  for  a  comprehensive  health  care 
system  for  the  United  States.  "We  urge  that  the  Con^fress  reject  the 
administration's  proposal  for  this  retrogressive  modification  of  the 
already  inadequate  health  care  system  and.  instead,  act  boldly  to  im- 
plement a  program  which  befits  a  Xation  fortunate  enough  to  have  the 
necessary  resources. 

Tliank  you  very  much.  Mr.  Chairman,  I  would  be  happy  to  respond 
tr>  fiuy  ouestions  you  may  have. 

[Additional  material  to  the  statement  follows :] 

67-049—7^  10 
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Principles  of  Health  Care  in  the  United  States  of  America 

As  Friends  labor  around  the  world  to  alleviate  human  suffering  and  to  ensure 
that  human  beings  are  accepted  for  their  personal  worth,  free  from  any  discrimi- 
nation, we  find  ourselves  faced  with  inequities  in  both  the  manner  in  which 
people  of  our  own  country  receive  health  care  and  in  the  opportunities  to  partici- 
pate in  the  health  care  field  as  either  consumers  or  providers  of  health  services. 

Urscently  needed  is  the  development  of  a  rationally  designed,  integrated,  com- 
prehe^nsive  and  responsible  system  for  providing  to  all  residents  an  adequate  level 
of  quality  health  care.  . 

There  are  many  people  who  cannot  find  or  afford  needed  health  care  m  the 
United  States  of  America  today.  In  the  face  of  what  is  possible,  it  is  nothing  short 
of  immoral  that  we  do  not  have  a  health  care  system  that  can  meet  these  needs. 
The  Friends  Committee  on  National  Legislation  proposes,  therefore,  the  follow- 
ing principles  for  a  nationally  coordinated  Health  Care  System. 

glossary  of  terms 

"Comprehensive  Health  Care"  includes  all  types  of  health  services  now  prac- 
ticed or  provided,  but  not  limited  to  them. 

"Health  Consumers"  or  users  are  the  general  public,  including  those  described 
as  providers. 

"Health  Providers"  include  all  health  practitioners  (physicians,  nurses,  nurse 
practitioners,  technicians,  nutritionists  and  others),  hospital,  clinic  and  nursing 
home  proprietors  and  administrators,  insurers,  drug  producers  or  dispensers. 

"Health  Maintenance  Organizations"  are  medical  organizations  offering  com- 
prehensive health  services  at  a  fixed  monthly  or  annual  price — the  principal  alter- 
native to  traditional  fee-for-service  medical  practice. 

principles 

1.  The  establishment  of  a  nationally  coordinated  health  care  system 

A  nationally  coordinated,  socially  responsible,  publicly  accountable,  comprehen- 
sive health  care  system  should  be  established  for  the  promotion  of  health,  the 
prevention  of  disease,  the  diagnosis  and  treatment  of  injury,  disease  or  illness, 
and  rehabilitation. 

2.  Positive  health  concept 

The  system  should  begin  with  a  concept  of  positive  health  which  seeks  the 
well-being  of  the  whole  person,  emphasizing  the  development  and  maintenance  of 
good  health  through  consumer  education,  preventive  health  care  and  community 
health  action  programs.  We  recognize  that  each  human  being  is  both  an  indi- 
vidual with  personal  potential,  problems,  and  responsibilities,  and  at  the  same 
time  a  part  of  a  total  social  and  physical  environment. 

S.  Good  health  care  for  each  person 

The  system  of  health  care  must  assure  good  health  care  to  all  residents  nation- 
wide without  any  discrimination  on  the  basis  of  sex,  race  or  the  ability  to  pay. 

4.  Consumer  participation 

The  system  should  be  truly  responsive  to  the  real  and  felt  need  of  the  consumers 
of  health  services.  Responsiveness  grows  from  substantial  direct  consumer  partici- 
pation in  the  responsibility  for  decisions  affecting  the  priorities  in  local  health 
care  delivery,  the  proportions  among  the  different  kinds  of  health  personnel,  the 
location,  operation,  and  facilities  of  health  care  delivery,  the  location  and  opera- 
tion of  health  personnel  training,  and  the  methods  of  financing,  controlling,  and 
evaluating  all  aspects  of  the  services.  Health  providers  (professional  and  other) 
should  likewise  participate  actively.  The  system  should  encourage  personal  and 
community  initiative  and  responsibility. 

5.  Individual  responsiMUty 

All  consumers  of  health  care  should  be  educated  and  encouraged  to :  Take 
responsibility  to  inform  themselves  on  the  basics  of  maintaining  their  health 
conscientiously  follow  these  basics  so  as  to  enjoy  good  health ;  join  a  local  health 
services  unit  of  their  choice  to  secure  regular  assessment  of  their  health  con- 
dition :  use  the  health  unit  services  to  meet  illnesses,  injuries  and  disabilities : 
take  their  share  of  responsibility  as  good  members  of  the  unit;  and  cooperate 
intelligently  with  health  providers  of  their  choice. 
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6.  Freedom  of  choice 
( 

etc 


he  iree  to  engage  in  private  practice  and  consumers  to  pXnize  thim  i  rat  omII 

7.  Xeic  approaches 

Within  these  principles  new  approaches  to  research,  delivery,  training  access 
payment,  financing  and  all  other  aspects  of  the  health  field  shoSne  !k?efuUy 
explored,  tried  out  and  evaluated.  New  approaches  should  be  evalLted  mr- 
ticularly  as  to  sensitivity  to  human  need,  rationale  of  organfzation  and  ?ost 
tho^S\=^^^^  ^^-^^  — m^«  Of  Ir'aS  ani 

8.  Health  assessment  and  maintenance 

.n>'"^''^  '^y.'^'^'^TL^''^  ^^"^'^^  ^^^''^^  encouraged  to  enroll  in  a  local  health 
unit  and  thus  establish  an  ongoing  relationship  with  a  team  of  local  health  pro- 

Ihl'n  l^  ''^'''  ?^  ^^^it's  resources,  thSe  consun?ers 

SrP  ^nP^H.^\'i'ul  ""T^^"  ^'^^^^  assessment  with  continuity  in  their  health 
care  Special  health  problems  may  require  referral  to  appropriate  specialists  or 
facilities  including  paramedical  in  or  beyond  the  local  area 

Individuals  or  families  moving  to  another  location  should  be  encouraged  to 
transfer  as  quickly  as  possible  to  a  health  unit  in  the  new  location  and  provision 
should  be  made  for  prompt  transfer  of  their  health  record. 

9.  Local  health  and  service  delivery 

The  largest  field  for  innovation  is  the  delivery  of  health  care  in  local  units 
Groups  should  be  encouraged  to  create  and  improve  health  facilities,  choosing 
among  different  patterns  of  health  care  delivery.  Such  diversity  will  help  prevent 
the  undesirable  aspects  of  bureaucracy. 

Local  health  units,  both  urban  and  rural,  should  be  arranged  so  that  consumers 
can  obtain  health  and  medical  services  promptly  and  have  a  choice  among 
local  units. 

Each  unit  also  should  have  responsibility  for  collecting  and  disseminating 
accurate  information  concerning  local  health  needs  and  services  as  a  part  of  a 
nationwide  reporting  system.  This  information  should  be  used  to  guide  health 
care  delivery  programs,  public  education  programs,  manpower  training  programs, 
and  location  and  type  of  facilities, 

JO.  Regional  facilities 

Regionally,  within  the  United  States,  existing  programs  and  facilities  should  be 
duct  research,  and  recruit,  train,  and  develop  personnel. 

11.  Federal  participation  at  the  national  level 

Everyone  must  have  prompt  access  to  good  health  care  and  the  federal  govern- 
ment must  carry  the  legal  responsibility  to  see  to  it  that  such  provision  is  made. 
The  Health  Care  System  on  the  national  level  should  provide  only  those  direct 
services  which  cannot  be  supplied  feasibly  on  any  other  level  of  the  health  care 
system. 

Primarily,  it  should  be  responsible  for  the  encouragement  and  coordination  of 
research,  the  establishment  and  enforcement  of  minimal  standards  of  health  care, 
regulations  for  health  services,  guidelines  for  the  management  and  accountability 
to  the  general  public  and  the  assimilation  and  distribution  of  health  information 
gathered  throughout  the  health  care  system.  These  standards  and  guidelines 
should  be  established  with  the  participation  of  regional  and  local  councils.  The 
national  council  should  include  some  representatives  from  each  regional  council, 
some  of  whom  should  be  consumer  participants.  In  order  to  achieve  sensitivity 
to  ail  points  of  view  all  national,  regional  and  local  councils  should  be  encouraged 
to  make  decisions  on  the  basis  of  consensus.  Coordination  is  achieved  in  part  by 
participation  in  planning  and  by  open  availability  of  information.  The  national 
council  should  have  access  to  health-related  information  developed  by  govern- 
mental organizations. 

The  diversity  of  local  units,  although  having  great  advantages,  has  some  draw- 
backs. Some  people  may  not  have  adequate  choice  of  units.  Quite  a  few  may  be 
left  out.  These  are  apt  to  be  the  temporarily  employed,  unemployed,  widowed, 
dependents,  migrant  workers,  retired  persons,  etc.  They  may  lack  eligibility  or 
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group  membership  or  the  funds  for  payment.  In  all  such  cases  suitable  arrange- 
ments must  be  made  with  an  existing  private  or  public  facility. 

There  may  at  any  time  be  quite  a  few  health  delivery  facilities  which  do  not 
live  up  to  the  minimal  standards  for  health  care.  The  framework  of  law  must 
provide  for  creative  ways  to  bring  these  units  up  to  par. 

12.  Health  personnel  development  and  deployment 

The  complete  range  of  health  providers  should  be  included  in  any  such  system. 
The  system  should  be  open  to  new  and  alternative  modes  of  beneficial  therapy 
and  seek  to  produce  and  provide  the  proper  balance  of  doctors,  dentists,  and  other 
skilled  providers  of  health  services  based  on  the  health  needs  of  the  country.  Also, 
there  must  be  a  commitment  to  place  the  persons  in  jobs  where  they  are  needed, 
and  if  possible  for  which  they  are  most  adequately  prepared.  The  system  should 
provide  for  a  wide  variety  of  health  careers  with  open  access  through  education 
and  training.  Especial  consideration  must  be  given  to  removing  discriminatory 
restrictions  of  an  economic  or  professional  nature  which  deny  to  many  of  our 
society  the  opportunity  to  train  for  health  professions.  New  roles  in  the  field  of 
primary  health  care  delivery  should  be  developed  which  would  provide  quality 
health  services  while  permitting  health  professionals  to  use  their  skills  in  an 
optimal  way. 

The  system  should  provide  the  means  whereby  health  providers  of  all  levels  of 
experience  will  serve  in  areas  of  greatest  health  need,  such  as  ghettos  or  rural 
areas  with  insufficient  personnel.  Patients,  with  their  consent,  should  expect  some 
of  their  care  to  come  from  health  providers  in  training. 

13.  Health  infoimation 

We  believe  that  a  health  problem  is  anything  which  adversely  affects  the 
physical  or  mental  health  of  an  individual  or  community.  The  system,  therefore, 
should  have  the  right  and  the  responsibility  to  bring  to  public  attention  the 
practices  and  programs — public  and  private — which  have  an  adverse  effect  on 
national  or  local  health.  Consumers  need  m.aximum  information  about  family 
planning,  health,  accidents,  disease  and  disalnlity.  People  also  need  to  develop 
appropriate  skills  to  promote  their  own  health,  care  for  disease  and  disability, 
find  utilize  health  services  properly.  Special  attention  should  be  given  local  needs, 
including  environmental  health  concerns,  and  education  on  health  problems. 

Ui.  Efficiency  of  the  system 

The  most  equitable  and  efficient  use  of  our  nation's  limited  health  resources 
should  be  sought  through  comprehensive  information,  assessment,  cost  effective 
analysis,  research,  and  planning  for  the  future.  The  audit  and  review  process 
should  come  from  both  within  and  without  the  system,  through  metliods  including 
both  consumer  and  peer  review.  The  system  should  be  designed  to  minimize 
misuse. 

Insurers  may  offer  some  savings  in  cost  by  provision  of  accounting  systems  for 
for  many  types  of  health  services.  Cost  effectiveness  should  be  the  criterion  for 
their  use. 

15.  Fmancing  health  care 

The  mixture  of  public  and  private  facilities  requires  several  forms  of  financing: 
(a)  Cooperatives,  group  practice  facilities  and  other  forms  of  Health  Mainten- 
ance Organizations  may  well  be  financed  by  prepayment  plans.  Part  or  all  of 
such  payments  may  be  made  by  the  federal  government,  especially  for  those  un- 
able to  do  this  themselves.  The  federal  government  should  also  help  to  organize 
and  capitalize  such  group  practice  facilities  where  appropriate.  Emplover-em- 
ployee  plans  can  be  financed  by  scheduled  contributions. 

( &  )  Exemptions  or  reimbursement  should  not  be  made  to  local  units  or  portions 
thereof  not  meeting  federal  standards.  Facilities  falling  below  minimal  standards 
might,  however,  receive  some  federal  funding  or  exemption  when  steps  have  been 
undertaken  to  meet  these  standards  progressively  and  fuUv  within  a  reasonal 
time. 

(c)  Where  federal  funding  or  tax  exemption  is  not  souglit,  organizations  or 
individuals  may  provide  health  services  unless  and  until  evidence  of  harm  to 
patients  or  others  can  be  proved. 

{d)  Any  necessary  services  or  training  provided  bv  the  federal  government 
whether  at  the  local,  regional  or  national  level,  should  be  financed  either  out  of 
rmlfo-r  ^"^'"^^'"^  9\  a  si>ecial  progressive  tax,  or  a  combination  of  both  that 
contains  no  special  exemptions.  These  funds  should  be  in  the  form  of  a  perma- 
nent trust  rather  than  a  one  or  multiple-year  authority  Effective  cost  contro' 
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and  consideration  of  national  priorities  are  fundamental  parts  of  a  comprehen- 
sive health  system. 

JO.  Cooperation  on  JieaUh  matters  v:ith  other  countries 

The  health  system  should  arrange  mutual  exchange  of  health  information  and 
mutual  assistance  with  other  nations  through  the  United  Nations  and  its  special- 
ized agencies.  Health  and  disease  know  no  national  boundaries. 

AVe  believe  with  John  Woolman  that  to  'labor  for  the  perfect  redemption  from 
the  spirit  of  oppression  is  the  great  business  of  tlie  whole  family  of  Christ  Jesus 
in  this  world.'' 

As  Friends  we  must  remind  ourselves  that  '"the  sick  and  those  caring  for  them 
have  need  of  our  prayers.  But  let  us  not  imagine  .  .  .  that  a  few  sentimental  good 
wishes  from  a  distance  are  all  that  is  needed.  Whenver  we  intercede  in  prayer  we 
must  be  prepared  for  an  answer  which  places  a  practical  obligation  upon  us.  A 
prayer  is  always  a  commitment." 

Thomas  F.  Geeex,  1952. 

In  an  attitude  of  caring  we  feel  that  these  several  principles  should  enlighten 
any  rationally  designed,  socially  responsible  health  care  program. 

Biographical  Sketch  of  Dr.  Malcolm  Lee  Peterson 

Dr.  Malcolm  Lee  Peterson  graduated  from  Stanford  University,  received  his 
M.D.  at  the  University  of  Washington  and  a  Ph.D.  in  Biochemisty  from  the 
Rockefeller  Institute. 

His  professional  experience  extends  from  working  as  a  laboratory  technician 
in  California  and  an  internship  at  Philadelphia  General  Hospitals  to  Assistant 
Resident  in  ^Medicine  at  Barnes  Hospital  in  St.  Louis ;  Assistant  Physician  to 
the  Hospital  of  the  Rockefeller  Institute  and  Director  of  the  Gastroenterology 
Division :  and  Assistant  Professor  of  Medicine  of  the  Department  of  Medicine. 
"Washington  University  School  of  Medicine,  St.  Louis,  Mo.  Internationally,  he 
M-as  a  vi.siting  fellow  of  the  Department  of  Gastroenterology  of  the  Central  ]\Iid- 
<llesex  Hospital,  London,  England  ;  Visiting  Professor  of  Medicine,  and  consultant 
To  Beni  Messous  Hospital,  Algeria,  and  the  Cuban  Ministry  of  Public  Health  of 
the  Pan  American  Health  Organization. 

Most  recently  he  is  serving  as  Associate  Prefossor  of  Medicine,  School  of  Health 
Services,  and  Dean  of  the  School  of  Health  Services,  Johns  Hopkins  School  of 
Medicine. 

Dr.  Peterson  is  considered  a  national  and  international  authority  on  health 
<lelivery  systems.  He  has  ser^'ed  on  the  Task  Force  on  Health  Care  of  the 
Friends  Committee  on  National  Legislation  and  the  American  Friends  Service 
■Committee. 

]Mr.  RosTEXKOwsKi.  Thank  toit  very  much.  Doctor. 
Arc  tliere  any  questions  of  Dr.  Peterson? 
Mrs.  Keys  i 

Mrs.  Keys.  Yes.  Dr.  Peterson,  I  am  interested  in  your  statement 
tibout  cutbacks  in  services  due  to  cutbacks  in  medicaid  fimds.  We  have 
Lad  a  lot  of  testimony  about  the  fact  that  these  proposals  with  regard 
to  medicare  would  pass  on  costs  to  other  people  in  the  hospital.  I 
wonder  if  you  have  any  idea  of  the  kind  of  services  that  would  be  cut 
back  for  the  elderly  in  hospitals  ? 

Dr.  Peterson.  Well,  it  is  difficult  to  predict  exactly  what  in-hospital 
services  alone  would  be  cut  out.  The  experience  has  been  that  States 
which  are  faced  with  reduction  in  funds  usually  resort  to  one  or  two 
things :  Across-the-board  cuts,  and  that  is  simply  everything  is  slashed 
by  a  certain  amount;  or.  the  other  approach  has  been  to  change  the 
threshold  of  eligibility.  In  other  words,  the  level  of  poverty  has  been 
declared  such  that  for  instance  in  1969  in  Maryland.  20-some  thousand 
people  were  ineligible  for  medicaid  who  were  previously  eligible.  So, 
what  happens  then  is  that  these  people  are  no  longer  cared  for  under 
the  various  services  for  Avhich  they  are  eligible  and  ultimately  they 
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wind  up  using  the  hospital  more  than  they  would  have  before  be- 1' 
cause  of  unavailability  of  outpatient  services.  * 

The  other  approach  has  been  that  which  I  referred  to  currently  avail- ' 
able  in  Maryland  where  certain  outpatient  services — interestingly 
enough,  dental  care  seems  to  be  the  first  to  go — are  declared  no  longer  | 
covered  by  the  medicaid  programs  and  so  then  although  these  are  not  j 
inhospital  that  you  asked  about,  certain  services  are  just  simply  cut  j 
out.  ^  .  1 

The  other  thing  is  to  up  the  copayment.  That  is  what  I  referred  to 
when  I  said  that  the  prescription  services  as  well  as  over-the-counter  J 
medications  which  had  previously  been  covered  in  Maryland  are  now  ' 
either  no  longer  covered  or  there  is  an  elevated  copayment  usually 
by  those  who  can  least  afford  to  put  out  the  copayment  from  out-of- 
pocket  sources. 

Mrs.  Keys.  We  had  some  excellent  testimony  by  Mr.  Hirschhorn  of 
the  Cancer  Foundation  regarding  better  care  for  those  patients  in  terms 
of  home  health  facilities. 

He  even  presented  us  with  a  figure  of  savings. 

Would  you  agree  that  in  terms  of  cost  containment,  cost  controls,  one 
of  the  best  things  we  could  do  would  be  to  encourage  the  use  of  less 
expensive  delivery  of  health  services  such  as  home  health  services  ? 

Dr.  Peterson.  I  would  indeed,  Mrs.  Keys,  and  not  only  the  pro- 
jections that  he  quoted  document  this,  but  there  has  been  evidence  from 
the  Kaiser-Portland  plan  in  Oregon  where  home  health  services  were 
carefully  monitored  as  to  their  expense  and  their  outcome  and  clearly 
the  result  was  that  when  these  were  available  that  people  were  using 
the  hospital  less;  the  total  costs  for  their  care  was  less  and  further- 
some,  their  level  of  health  status,  if  you  allow  a  gross  measure  like 
that,  was  better. 

I  think  there  is  no  question  but  that  this  is — this  is  what  I  meant 
by  the  fact  we  can't  just  do  this  piecemeal  tinkering.  When  you  press 
one  button  here,  something  results  there.  It  is  a  complicated  ecological 
problem  in  which  the  whole  of  the  health  care  system  has  to  be 
addressed  and  when  one  does  simple  tinkering  with  the  little  bits,  like 
the  amount  of  money  to  the  States  or  allowing  or  not  allowing  for 
reimbursement  of  nonphysician  practitioners  which  is  currently  the 
status  in  medicare  and  medicaid,  these  are  the  kinds  of  things  that 
simply  result  in  greater  confusion  oftentimes  higher  costs  and,  unfor- 
tunately, lower  quality  of  ser\dces. 

So,  what  we  are  urging  here  is  not  simply  a  rejection  of  the  pro- 
posal by  the  administration,  but  a  comprehensiA'e  much  more  global 
look  at  a  coordinated  health  care  system  in  which  we  have  good  reason 
to  believe  total  costs  will  be  reduced  for  the  Nation,  but,  unfortunately, 
when  it  is  done,  one  bit  at  a  time,  it  is  usually  an  add-on  cost  rather 
than  an  integrated  savings. 

Mrs.  Keys.  Just  one  other  question.  As  a  doctor,  yourself,  as  well 
as  someone  actively  involved  in  the  administration  of  medical  educa- 
tion, you  have  no  fear  that  encouragement  and  direct  reimbursement 
of  other  health  personnel  would  result  in  less  quality  of  medical  serv- 
ice delivered  in  health  care  ? 

Dr.  Peterson.  Not  only  do  I  have  no  fear  about  this,  Mrs.  Keys. 
I  think  there  is  now  sufficient  evidence  by  very  carefully  conducted 
studies  which  show  that  patient  satisfaction  is  often  greater  with  the 
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use  of  the  nonpliTsician  members  of  the  team  and  I  emphasize  team.,  not 
independent  practitioners  who  once  again  are  setting  up  a  fee  for 
service  practice  like  physicians  have  done  for  so  long.  The  patients  are 
satisfied  but  it  is  not  just  the  question  that  they  feel  they  are  getting 
the  services,  the  health  status  that  one  measures  after  care  has  been 
carried  out  by  these  nonj)hysician  practitioners  for  prolonged  periods 
of  time,  up  to  a  year  study,  is  equal  to  that  of  patients  being  cared  for 
by  physicians  in  the  same  setting  with  all  the  proper  controls 
looked  at. 

To  nive  you  an  anecdote,  there  is  an  experience  from  many  of  the 
pediatric  nurse  practitioners  that  in  offices  where  they  function  the 
mothers  will  often  call  in  and  ask  the  receptionist,  ''May  I  speak  to 
Mrs.  So  and  So,  the  nurse  practitoner,"  and  the  response  comes  back, 
•'Well,  she  is  bus}'  at  the  moment,  but  would  you  like  to  speak  to  the 
doctor  ?"  "No,  I  would  rather  call  back  and  speak  to  the  nurse  practi- 
tioner.'' 

I  think  aside  from  the  anecdote  such  as  that,  there  is  the  highly 
competent  social  studies  done  in  Canada  which  show  that  the  nurse 
practitioners  who  pro^dde  two-thirds  of  the  office  visits  door-to-door 
with  no  use  of  the  physician  in  a  direct  encounter  with  the  patient, 
result  in  an  incredible  saving  of  time  and  money. 

The  nurse  practioner's  care  was  fully  acceptable  to  the  patient. 
Tlie  outcome  after  the  year  of  study  was  the  same  as  those  patients 
who  were  being  cared  for  by  the  physician  in  the  same  practice.  The 
health  ^tatus  was  the  same.  Everything  else  was  the  same.  I  think 
that  this  is  an  incredible  resource  in  the  United  States,  but.  im- 
fortunately,  this  proposal  and  so  many  others  set  them  aside.  They 
are  not  reimbursable,  the  money  is  not  available  for  training  them, 
and  it  is  much  less  costly  than  training  physicians  and.  I  think,  that 
it  is  an  answer  to  part  of  the  problem  of  our  health  care  system  which 
is  not  being  sufficiently  addressed  and  utilized. 

Mrs.  KjcYS.  Thank  you  ver\^  much,  Dr.  Peterson. 

^fr.  RosTEXKOw«iKi.  Thank  you,  Doctor. 

Mr.  John  Tickers,  please. 

STATEMENT  OF  JOHN  M.  VICKERS,  CHAIRMAN,  HOSPITAL  EINANC- 
ING  STUDY  GROUP :  ACCOMPANIED  BY  THOMAS  H.  aUINN  AND 
MICHAEL  PATRICK  GEORGE,  GENERAL  COUNSELS 

IMr.  VicKF.RS.  Thank  you,  Mr.  Chairman.  I  am  John  Vickers.  In 
addition  to  my  employment  as  vice  president  of  E.  F.  Hutton  and 
Co..  I  serve  as  chairm.an  of  the  hospital  financing  study  group. 

To  mv  left  is  ^Ir.  Tom  Quinn.  to  my  right.  Mr.  Michael  Patrick 
George.^both  of  the  firm  of  O'Coimor  &  Hannan,  who  are  serving  as 
counsel  to  our  group. 

Mr.  Chairman,  since  this  is  our  first  appearance  before  the  com- 
mittee and  in  view  of  the  rather  full  schedule  today.  I  would  like  to 
suggest  that  I  summarize  my  testimony  and  submit  my  lengthier 
written  testimonv  to  you  for  mclusion  in  the  record. 

INIr.  RosTEXKOwsKi!!  Without  objection.  Mr.  Vickers.  your  entire 
statement  will  be  included  in  the  record, 

Mr.  YiCKEES.  Thank  vou.  sir. 
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I  appear  before  this  subcommittee  to  present  the  views  of  our 
oToup  as  you  consider  the  proposals  Avhich  the  President  has  made 
for  changes  in  the  medicare  program. 

Our  message  is  a  rather  simple  one :  If  the  President's  proposal  to 
i:)lace  a  7-percent  ceiling  on  increases  in  hospital  charges  is  adopted, 
the  private  system  of  health  care  capital  financing  will  be  brought 
to  a  sudden  halt. 

The  hospital  financing  study  group  is  an  informal  association  of 
the  public  finance  departments  of  several  of  the  major  money-center 
investment  banking  firms  as  well  as  regional  investment  banking  firms 
in  other  parts  of  the  country.  The  members  of  our  group  design  and 
underwrite  bond  issues  and  other  debt  financings  for  hospitals  and 
liealth  care  institutions  throughout  the  United  States.  Contrary  to  the 
popular  impression,  the  majority  of  capital  financing  which  we  pro- 
vide for  hospitals  is  used  to  replace  or  upgrade  and  modernize  the 
facilities  of  hospitals  already  in  existence  rather  than  to  add  more 
hospital  beds.  To  the  extent  that  beds  are  added,  those  additions  are 
usually  small  in  proportion  to  the  total  number  of  beds  which  the 
hospital  operates.  However,  our  members  will  not,  indeed  cannot, 
effect  any  capital  financing  without  the  hospital  first  having  secured 
a  certificate  of  need  or  other  required  approvals  from  the  planning 
agencies.  The  major  impetus  for  this  upgrading  of  hospital  facilities 
comes  directly  from  the  Federal  Government.  In  order  to  keep  pace 
with  the  quality  standards  imposed  under  the  Life  Safety  Code  and  by 
the  Joint  Commission  on  Accreditation  of  Hospitals,  many  hospitals 
nnist  modernize  and  improve  their  services  or  face  the  loss  of  Federal 
reimbursement. 

Let  me,  if  I  may,  confine  my  remaining  remarks  to  a  single  one  of 
the  President's  proposals.  As  summarized  in  this  subcommittee's  press 
release,  this  proposal  would  "provide  that  increases  in  hospital, 
nursing  home  and  home  liealth  agencies  per  diem  or  per  visit  cost 
be  limited  to  not  more  than  7  percent  for  medicare  reimbursement 
purposes." 

Of  course,  our  group  is  aware  that  this  general  proposal  has  not 
yet  been  reduced  to  legislative  language.  Many  of  the  concerns  which 
I  will  outline  may,  therefore,  be  adequately  addressed  when  the  Presi- 
dent's proposal  is  reduced  to  the  specifics.  In  fact,  it  is  our  hope  that 
should  the  President's  proposal  find  its  way  into  legislation  passed  by 
the  Congress,  it  will  take  into  account  the  qualifications  which  the 
hospital  financing  study  group  views  as  crucial  to  its  ultimate  success. 

Our  concern  with  the  President's  proposal  revolves  around  three 
major  flaws  that  we  find  inherent  in  any  scheme  of  cost  containment 
which  places  an  arbitrary  ceiling  on  reimbursement  levels. 

1.  Such  a  sj^stem  duplicates,  but  in  a  much  less  flexible  way,  au- 
thoritv  which  is  already  provided  under  section  223  of  the  Social 
Security  Act  Amendments  of  1972  (Public  Law  92-603). 

2.  A  system  of  controls  which  places  an  arbitrary  limit  on  the 
extent  to  which  hospitals  may  recover  their  increased  costs  while 
leaving  hospital  suppliers  and  other  portions  of  the  economy  uncon- 
trolled, discriminates  unfairly  against  providers  of  health  care 
■services. 

3.  A  system  which  limits  allowable  increases  in  the  price  of  a  hos- 
pital bed-day  ignores  the  fact  that  the  commodity  may  change 
'dramatically  over  time. 
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I  miofht  also  point  out  tliat  such  a  system  is  not  cost  containment 
in  the  usual  sense  because  hospitals  will  be  forced  to  arbitrarily  cut 
back  expenses  to  match  the  limitations  on  income  without  regard  to^ 
efficiency  of  operation.  In  our  opinion,  a  true  cost  containment  pro- 
gram will  reward  efficient  providers  and  penalize  only  those  that  are 
inefficient.  I  think  the  proposal  also  appears  to  ignore  research  done 
on  this  issue  by  an  agency  of  the  Federal  Government  itself.  The 
problem  of  cost  containment,  particularly  as  it  relates  to  capital 
linancing  costs,  was  carefully  reviewed  by  the  Cost-of-Living  Council 
in  1973  and  1974.  Their  studies  concluded  that  capital  costs  must  be- 
considered  apart  from,  and  controlled  separately  from,  limitations 
placed  on  other  costs. 

Lender  the  President's  proposal,  if  a  modernization  and  replace- 
ment program  should  increase  a  hospital's  costs  by  6  percent,  as  would 
occur  in  even  a  modest  program,  then  that  institution  would  only  have- 
another  1  percent  to  cover  other  increases  in  operational  costs.  We  are 
aware,  of  course,  of  the  argument  that  the  real  effect  of  a  7-percent 
ceiling  v^ould  be  to  force  hospitals  and  other  health  care  institutions, 
to  be  more  efficient  and  to  take  better  care  that  their  own  costs  do  not 
rise  at  a  rate  higher  than  they  will  be  allowed  to  recover.  That  argu- 
ment, however,  assumes  that  (1)  hospitals  do,  in  fact,  have  some 
eftective  control  over  the  costs  which  they  must  bear,  and  (2)  that 
these  health  care  institutions  are  not  now  concerned  with  minimizing 
the  cost  which  they  pay  and  pass  on  to  health  care  consumers.  Based 
on  our  involvement  in  the  health  care  field,  the  members  of  the  hos- 
pital financing  study  group  believe  that  both  assumptions  are  con- 
trary to  the  facts  in  this  industry. 

Mr.  Chairman,  based  on  these  three  fundamental  concerns  the  hos- 
pital financing  study  group  believes  that  you  and  your  subcommittee 
should  reject  the  solution  as  presently  proposed  by  the  administration. 
Instead,  we  suggest  that  you  consider  fine-tuning  the  mechanism  for 
cost  containment  that  already  exists  in  section  223  of  Public  Law 
92-603.  We  also  suggest  that  the  subcommittee  review  the  substantial 
work  previously  performed  by  the  Cost-of-Living  Council  the  214 
years  it  struggled  with  this  same  problem.  The  other  members  of  the 
hospital  financing  study  group  and  I  stand  ready  to  assist  this  sub- 
committee in  such  an  endeavor  with  whatever  financial  expertise  you 
may  feel  the  need  to  call  upon. 

Mr.  Chairman,  members  of  the  subcommittee,  I  appreciate  your 
attention  and  your  consideration  of  our  viewpoints,  and  I  appreciate 
also  the  chance  to  share  our  views  with  you. 

Mr.  RosTEXKOwsKi.  Any  questions  ? 

]\Ir.  DuxcAX.  I  have  no  questions,  thank  you. 

Mr.  EosTEXKOwsKi.  Mr.  Vickers,  I  can  see  why  you  would  be  con- 
cerned about  the  7-percent  limit  in  increases  for  hospital  reimburse- 
ment under  medicare,  since  such  a  limit  might  adversely  affect 
hospitals  in  their  efforts  to  meet  their  debt  service  obligations.  Are 
there  any  approaches  to  controlling  hospital  costs  that  you  would 
support  f 

'Siv.  ViCKEES.  Pardon  me.  sir. 

!Mr.  RosTEXKOwsKT.  Are  there  any  approaches  to  controlling  hospi- 
tal costs  that  you  would  support  ? 

Mr.  VicKEES.  I  think  that  some  of  the  measures  which  I  have  l^een 
discussing  can  help ;  particularly  section  223  and  the  planning  agencies- 
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set  up  under  Public  Law  93-641.  I  think  that  the  cost  containment 
will  come  most  effectively  by  the  operation  of  professional  planning 
agencies  at  the  State  and  local  level.  I  think  that  these  agencies  if 
staffed  professionally  and  reasonably  funded  would  be  in  a  position,  as 
many  are  today,  to  review  the  health  delivery  systems  in  their  partic- 
ular areas  and  to  become  a  good  deal  more  aggressive  in  evaluating  the 
services  rendered  by  each  of  the  institutions  in  that  area.  Certainly, 
these  agencies  should  be  encouraged  and  allowed  to  prevent  unneces- 
sary duplications  of  either  major  equipment  or  actual  services  per- 
formed, working  together. 

In  my  experience,  Mr.  Chairman,  I  have  had  the  privilege  of 
working  with  a  client  which  provided  services  in  an  area  where  exactly 
this  type  of  thing  was  done.  A  group  of  about  15  hospitals,  for  exam- 
ple were  operating  in  both  the  OB  and  the  pediatric  areas  in  a  very 
duplicative  and  therefore  expensive  manner.  One  of  the  hospitals,  it 
happened  to  be  our  client,  determined  to  expand  its  services  in  those 
two  areas  and  working  closely  with  the  other  institutions  and,  in  effect, 
took  over  those  services.  This  consolidation  allowed  the  other  hospitals 
to  phaseout  what  had  been  a  40-percent  occupancy  situation  in  many 
of  these  other  hospitals.  Our  client  hospital  became  pursuant  to  this 
planning  approach  the  specialist  for  that  area  in  some  of  these  services. 

It  is  that  type  of  thing,  more  in  a  planning  area  in  my  opinion,  that 
huge  amounts  of  moneys  can  be  saved.  Again,  planning  has  been 
allocated,  if  you  will,  to  the  planning  agencies  under  the  proper  legis- 
lation and  I  think  if  properly  operated  should  do  it. 

Mr.  RosTENKOwsKi.  Thank  you,  Mr.  Vickers. 

[The  prepared  statement  follows :] 

Statement  of  John  M.  Vickers,  Chairman,  Hospital  Financing  Study  Group 

Mr.  Chairman,  my  name  is  John  Vickers.  In  addition  to  my  employment  as 
Vice  President  of  E.  F.  Hutton  &  Company  Inc.,  I  serve  as  Chairman  of  the 
Hospital  Financing  Study  Group.  I  am  honored  to  appear  before  this  Subcom- 
mittee to  present  the  views  of  our  Group  as  you  consider  the  proposals  which  the 
President  has  made  for  changes  in  the  Medicare  program.  Our  message  is  a 
simple  one :  If  the  President's  proposal  to  place  a  seven  percent  ceiling  on  in- 
creases in  hospital  charges  is  adopted,  the  private  system  of  health  care  capital 
financing  will  be  brought  to  a  sudden  halt. 

The  Hospital  Financing  Study  Group  is  an  informal  association  of  the  public 
finance  departments  of  several  of  the  major  money-center  investment  banking 
firms  as  well  as  regional  investment  banking  firms  in  other  parts  of  the  country. 
The  members  of  our  Group  design  and  underwrite  bond  issues  and  other  debt 
financings  for  hospitals  and  health  care  institutions  throughout  the  United 
States.  Contrary  to  the  popular  impression,  the  majority  of  capital  financing 
which  we  provide  for  hospitals  is  used  to  replace  or  upgrade  and  modernize  the 
facilities  of  hospitals  already  in  existence  rather  than  to  add  more  hospitals 
beds.  To  the  extent  that  beds  are  added,  the  addition  is  usually  small  in  propor- 
tion to  the  total  number  of  beds  which  the  hospital  operates.  However,  our  mem- 
bers will  not,  indeed  cannot,  effect  any  capital  financing  without  the  hospital 
first  having  secured  a  certificate  of  need  and  other  required  approvals  from  the 
planning  agencies.  The  major  impetus  for  upgrading  of  hospital  facilities  comes 
directly  from  the  federal  government.  In  order  to  keep  pace  with  the  quality 
standards  imposed  under  the  Life  Safety  Code  and  by  the  Joint  Commission  on 
Accreditation  of  Hospitals,  many  hospitals  must  modernize  and  improve  their 
services  or  face  the  loss  of  federal  reimbursement. 

The  Hospital  Financing  Study  Group,  however,  seeks  to  present  its  own  views 
through  my  testimony  rather  than  to  simply  echo  the  position  which  might  be 
taken  by  a  majority  of  our  client  hospitals.  Our  concern  with  the  Medicare  reim- 
bursement regulations  is  in  the  way  that  those  regulations  affect  the  financing 
which  we  design.  The  majority  of  the  hospitals  which  provide  for  their  capital 
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fLnancing  needs  through  the  issuance  of  bonds  and  other  debt  meet  their  debt  serv- 
ice obligations  through  allowable  cost  reimbursement  from  third  party  payors 
including  the  federal  government.  The  correlation  between  the  security  under- 
lying the  debt  instruments  and  the  federal  reimbursement  programs  is  very 
direct.  To  the  extent  that  the  federal  reimbursement  program  is  compromised, 
the  interest  rates  which  hospital  debt  bears  in  order  to  attract  investors  must 
necessarily  increase.  It  is  our  position,  therefore,  that  when  considering  changes 
in  the  Medicare  program  this  Subcommitee  should  be  aware  of,  and  take  into 
account,  the  effect  which  the  changes  will  have  on  the  hospital  financing  system. 
The  alternative  to  such  a  concern  for  the  effect  the  Medicare  program  has  on  the 
private  mechanism  for  financing  hospitals  is  to  provide  for  that  financing  directly 
by  federal  authorization  and  appropriation.  I  feel  confident  that  I  speak  not  only 
for  the  members  of  the  Hospital  Financing  Study  Group  but  also  for  most  mem- 
bers of  Congress  when  I  conclude  that  such  a  transfer  of  funding  from  the  private 
sector  will  benefit  no  one. 

Having  thus  outlined  the  approach  which  the  Hospital  Financing  Study  Group 
has  taken  with  respect  to  the  issue  of  Medicare  reform,  let  me  confine  my  remain- 
ing remarks  to  a  single  one  of  the  President's  proposals.  As  summarized  in  this 
Subcommittees'  press  release  announcing  these  hearings,  this  proposal  would : 
provide  that  increases  in  hospital,  nursing  home  and  home  health  agencies 
per  diem  or  per  visit  cost  be  limited  to  not  more  than  seven  percent  for 
Medicare  reimbursement  purposes. 
Of  coui-se,  our  Group  is  aware  that  this  general  proposal  has  not  yet  been 
reduced  to  legislative  language.  Many  of  the  concerns  which  I  will  outline  may, 
therefore,  be  adequately  addressed  when  the  President's  proposal  is  reduced  to 
the  specifics.  In  fact,  it  is  our  hope  that  should  the  President's  proposal  find  its 
way  into  legislation  passed  by  the  Congress,  it  will  take  into  account  the  qualifi- 
cations which  the  Hospital  Financing  Study  Group  views  as  crucial  to  its  ulti- 
mate success. 

Our  concern  with  the  President's  proposal  revolves  around  three  major  fiavrs 
that  we  find  inherent  in  any  scheme  of  cost  containment  which  places  an  arbi- 
trary ceiling  on  reimbui-sement  levels. 

1.  Such  a  system  duplicates,  in  a  much  less  flexible  way,  authority  which  is 
already  provided  under  Section  223  of  the  Social  Security  Act  Amendments  of 
1972.  fP.L.  92-603) 

2.  A  system  of  controls  which  places  an  arbitrary  limit  on  the  extent  to  which 
hospitals  may  recover  their  increased  costs  while  leaving  hospital  suppliers  and 
other  portions  of  the  economy  uncontrolled,  discriminates  unfairly  against  pro- 
viders of  health  care  services. 

.3.  A  system  which  limits  allowable  increases  in  the  price  of  a  hospital  bed 
day  ignores  the  fact  that  the  commodity  may  change  dramatically  over  time. 
Such  a  system  is  not  cost  containment  because  hospitals  will  be  forced  to 
arbitrarily  cut  back  expenses  to  match  the  limitaMons  on  income  without  regard 
to  efficiency  of  operation.  A  true  cost  containment  program  will  reward  efficient 
providers  and  penalize  only  those  that  are  inefficient. 

Let  me  expand  on  each  of  these  concerns. 

In  lisrht  of  the  fact  that  the  Ways  and  Means  Committee  drafted  legislation 
which  V)ecame  the  Social  Security  Act  Amendments  of  1972,  it  is  unnecessary  for 
me  to  de=;cribe  in  detail  the  cost  containment  provisions  which  are  embodied  in 
Section  223  of  that  law.  It  will  suffice  to  describe  that  Section  as  a  sophisticated 
attempt  to  come  to  grips  with  the  rising  costs  of  health  care  services.  It  provides, 
in  effect,  that  increased  costs  of  health  care  will  be  reimbursed  only  to  the  extent 
that  increases  are  justified  on  the  basis  of  higher  costs  which  health  care  providers 
are  called  upon  to  pay  in  order  to  maintain  the  level  of  services  required. 

In  place  of  this  cost  containment  mechanism,  which  became  effective  only  for 
accounting  periods  besrinning  after  December  31,  1972,  the  President  proposes 
a  much  less  complicated  method  of  containing  health  care  costs.  Whatever  attrac- 
tinns  this  proposal  might  have  on  the  basis  of  its  simplicity,  however,  are  more 
than  offset  by  the  fact  that  this  mechanism  is  ill-suited  to  dealing  with  the  com- 
plex factors  which  result  in  ever  hi°:her  health  care  costs.  In  effect,  the  Presi- 
dent offers  the  butcher's  meat  clever  in  a  situation  which  requires  the 
precision  of  the  surgeon's  scalpel.  To  the  extent  that  the  President  and  this  Sub- 
committee wish  to  limit  increases  in  health  care  costs  to  those  which  can  be 
justified  to  the  satisfaction  of  Congress,  that  motive  can  be  better  and  more 
ifairly  carried  out  under  the  presently  existing  authority  of  Section  223  than 
under  the  arbitrary  limit  which  would  be  set  by  the  President's  proposal. 
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The  proposal  also  appears  to  ignore  the  valuable  research  done  on  this  issue 
by  an  agency  of  the  federal  government  itself.  The  problem  of  cost  containment, 
particularly  as  it  relates  to  capital  financing  costs,  was  carefully  reviewed  hy 
the  Cost  of  Living  Council  in  1973  and  1974.  Their  studies  concluded  that  capital 
costs  must  be  considered  apart  from,  and  controlled  separately  from,  limitations 
placed  on  other  costs.  Their  conclusions  were  published  on  April  24,  1974. 

A  second  serious  flaw^  which  the  Hospital  Financing  Study  Group  finds  inherent 
in  the  President's  proposal  for  a  seven  percent  ceiling  on  per  diem  hospital 
charges  is  the  inequity  that  the  proposal  would  cause  in  an  economy  where  infla- 
tion is  otherwise  unregulated  in  such  a  direct  way.  Appearing  before  another 
House  Subcommittee  last  Tuesday,  Assistant  HEW  Secretary  for  Health, 
Dr.  Theodore  Cooper,  pointed  with  some  anguish  toward  the  fact  that  health 
care  services  lead  other  categories  in  the  Consumer  Prices  Index  by  racking  up 
a  ten  percent  inflation  factor  during  1975.  It  is  understandable,  given  this  con- 
tinuing rise  in  the  cost  of  providing  health  care  services,  that  the  President 
should  suggest  methods  by  which  these  maddening  cost  increases  can  be  brought 
under  control.  No  one  in  the  Hospital  Financing  Study  Group  would  challenge 
the  necessity  for  such  an  attempt.  As  a  matter  of  fact,  we  believe  that  sound 
health  care  planning,  eflScient  provision  of  health  care  services,  and  the  pricing 
of  those  services  at  levels  no  higher  than  necessary  to  assure  quality  not  only 
make  for  good  sense  on  the  part  of  the  federal  government,  which  pays  for 
such  a  large  portion  of  the  health  care  bill,  but  also  makes  good  business  sense 
for  us.  To  the  extent  that  these  goals  are  achieved  through  cooperation  between 
federal  health  legislators  and  health  care  providers,  the  bonds  and  other  debt 
instruments  which  we  sell  are  a  more  secure  and  marketable  investment  which 
can  effectively  compete  in  the  private  flnancial  markets. 

Though  we  agree  wholeheartedly  with  the  desires  for  cost  efliciency  which 
engendered  the  President's  proposal,  we  are  forced  to  reject  the  proposal  itself 
because,  rather  than  solving  the  problem  which  it  purports  to  face,  the  Presi- 
dent's proposal  only  shifts  the  burden  to  the  backs  of  the  health  care  providers. 
It  controls  the  health  segment  of  the  economy  without  controlling  the  costs  that 
hospitals  and  other  providers  must  pay  in  order  to  maintain  the  quality  of  serv- 
ice which  the  federal  government  demands.  Out  of  frustration,  it  seems,  the 
President  proposes  to  force  health  care  providers  to  absorb  the  difference  between 
their  own  increased  costs  and  the  seven  percent  increase  which  the  Administra- 
tion would  allow  these  providers  to  recover  in  the  form  of  higher  reimbursable 
costs.  Therefore,  if  a  modernization  and  replacement  program  should  increase 
a  hospital's  costs  by  six  percent,  as  would  occur  in  even  a  modest  program,  then 
that  institution  won'd  only  have  another  one  percent  to  cover  other  increases  ia 
operational  costs.  We  are  aware,  of  course,  of  the  argument  that  the  real  effect 
of  a  seven  percent  ceiling  would  be  to  force  hospitals  and  other  health  care 
institutions  to  be  more  efficient  and  to  take  better  care  that  their  own  costs  do 
not  rise  at  a  rate  higher  than  they  will  be  allowed  to  recover.  That  argument, 
however,  assumes  that  1)  hospitals  do,  in  fact,  have  some  effective  control  over 
the  costs  which  they  must  bear  and  2)  that  these  health  care  institutions  are 
not  now  concerned  wth  minimizing  the  cost  which  they  pay  and  pass  on  to  health 
care  consumers.  Based  on  our  involvement  in  the  health  care  field,  the  members 
of  the  Hospital  Financing  Study  Group  believe  that  both  assumptions  are  con- 
trary to  the  facts  in  this  industry. 

If  the  President's  proposal  is  adopted,  our  Group  fears  not  only  for  the  eco- 
nomic viability  of  hospitals  throughout  hte  country  which  will  continue  to  be 
forced  to  pay  increased  costs  above  the  reimbursable  ceiling  of  seven  percent, 
but  also,  for  the  underlying  security  of  the  hospital  debt  which  we  have  sold 
in  the  past  and  which  we  hope  to  sell  in  the  future.  While  I  am  not  attemptinir 
nor  do  I  expect  to  arouse  the  sympathy  of  this  Subcommittee  either  for  the 
members  of  our  Group  or  for  investors  in  hospitals  debt.  I  would  point  out  that 
the  hazards  of  the  proposed  solution  would  require  an  increase  in  the  inter- 
est cost  paid  on  hospital  debt  or.  more  likely,  block  the  effective  issuance  r>f 
such  debt  altogether.  I  am  suggesting,  in  effect,  that  the  President's  solution 
would  be  counterproductive  as  well  as  inequitable.  To  the  extent  that  a  ceil- 
ing on  reimbursable  costs  is  perceived  as,  or  actually  becomes  a  risk  factor  with 
respect  to  the  ability  of  a  health  care  institution  to  meet  its  debt  service  ob- 
ligations, investors  will  demand  to  be  compensated  for  that  risk,  or  will  reject 
entirely  the  offer  to  make  the  investment.  Such  a  rise  in  the  cost  of  health  core 
capital  financing-  must,  of  course,  be  reflected  ultimately  in  the  costs  which 
health  institutions  incur.  These  increased  costs  become  part  of  the  cost  spiral 
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in  that  they  are  iiltimatelv  included  in  the  reimbursable  costs  which  are  paid 
bv  the  government  and  other  third  party  payors. 

Our  final  reservation  with  respect  to  the  Administration  proposal  has  to  do 
Tvith  the  fact  that  it  ignores  the  change  with  time  of  the  underlying  product, 
the  price  of  which  it  seeks  to  control.  As  we  read  the  President's  proposal,  it 
wuuld  limit  the  amount  by  which  a  hospital  could  increase  its  costs  for  a  "hos- 
jiital  bed  day."  This  limitation  fails  to  take  into  account  that  hospitals  have 
little  or  no  control  over  the  number  of  patients  being  admitted  or  the  length 
of  stay  of  such  patients.  Since  hospital  costs  are  predominantly  fixed,  a  reduction 
in  patient  days  will  cause  costs  to  appear  to  increase  when  using  this  measure 
or  calculation.  Aside  from  this  shortcoming  which  applies  to  all  hospitals,  the 
proposal  makes  no  allowance  for  the  hospital  undergoing  a  capital  improve- 
ment program.  My  point  is  that  many  hospitals  in  the  United  States  are  in  the 
midst  of  a  comprehensive  attempt  to  renovate  and  upgrade  their  facilities  and 
their  services  in  order  to  bring  them  into  compliance  with  federal  standards. 
As  I  noted  earlier,  the  vast  majority  of  the  capital  financing  programs  with 
which  we  are  involved  are  aimed  not  at  building  new  hospitals  or  adding  new 
l>eds  to  an  existing  hospital  but  rather  are  aimed  at  upgrading  and  renovating 
the  beds  which  a  hospital  already  has  placed  in  service. 

Of  course,  it  is  our  client  hospitals  that  would  stand  to  suffer  to  the  greatest 
degree  from  the  proposal  made  by  the  Administration.  It  is  these  hospitals, 
engaged  in  capital  improvement  progams,  which  are  most  clearly  vulnerable. 
Thus,  a  hospital  which  establishes  a  hospital  bed  day  charge  in  its  aged  facility 
during  1975  would  be  aide  to  recover  only  that  charge  plus  seven  percent  in 
its  newly  financed  replacement  during  1976.  In  effect,  the  President's  proposal 
ignores  the  obvious  and  necessary  additional  costs  of  providing  the  quality  of 
service  which  the  Life  Safety  Code  and  the  .Joint  Commission  on  Accreditation 
of  Hospitals  require.  The  grave  risk  which  implementation  of  such  a  proposal 
would  run  is  that  the  current  program  of  renovating  and  upgrading  hospital 
beds  and  services  would  come  to  an  abrupt  end.  For  if  there  is  to  be  an  arbitrary 
ceiling  placed  on  the  amount  by  which  an  institution  may  increase  the  charges 
for  its  facilities  and  services,  as  a  matter  of  simple  economics  in  a  normal  in- 
flationary setting,  that  institution  will  be  forced  to  hold  static  its  quality  of 
service  as  well  as  the  adequacy  of  its  physical  plant.  And  yet,  that  same  hos- 
jiital  is  caueht  in  the  '•catch-22"  of  regulations  which  require  that  a  hospital 
bring  its  physical  plant  up  to  .specifications  by  a  certain  date  or  face  the  loss 
of  federal  reimbursement.  On  behalf  of  the  Hospital  Financing  Study  Group 
I  sugest  that  this  Subcommittee  not  take  part  in  such  a  cruel  hoax  merely 
out  of  frustration  with  rising  health  care  costs  or  based  upon  the  unfounded 
hope  that  the  "Seven  Percent  Solution"  will  solve  the  underlying  problem. 

Mr.  Chairman,  based  on  these  three  fundamental  concerns  the  Hospital  Fi- 
nancing Study  Group  believes  that  you  and  your  Subcommittee  should  reject 
the  solution  as  presently  proposed  by  the  Administration.  Instead,  we  suggest 
that  you  con.sider  fine-tuning  the  mechanism  for  cost  containment  that  already 
exists  in  Section  22.3  of  Public  Law  92-603.  We  also  suggest  that  the  Subcom- 
mittee review  the  substantial  work  previously  performed  by  the  Cost  of  Living 
Council  during  the  two  and  a  half  years  it  struggled  with  this  same  problem. 
The  other  members  of  the  Hospital  Financing  Study  Group  and  I  stand  ready 
to  assist  this  Subcommittee  in  such  an  endeavor  with  whatever  financial  ex- 
pertise you  may  feel  the  need  to  call  upon. 

Mr.  Chairman.  Members  of  the  Subcommittee.  I  appreciate  your  attention  and 
Tour  consideration  of  our  viewpoint,  and  I  appreciate  also  the  chance  to  share 
our  views  with  you. 

]Mr.  RosTEXKOWSKi.  Ms.  Anne  Shore. 

STATEMENT  OF  ANNE  SHOEE,  ASSISTANT  DIRECTOE  OP  THE  NA- 
TIONAL PENSION  FUND,  NATIONAL  UNION  OF  HOSPITAL  AND 
HEALTH  CARE  EMPLOYEES 

Ms.  Srrop.E.  Mr.  Chairman,  members  of  the  committee,  I  am  Anne 
Shore,  assistant  director  of  the  National  Pension  Fund  for  Hospital 
and  Health  Care  Employees.  I  am  here  today  on  behalf  of  the  officers 
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and  members  of  the  N"ational  Union  of  Hospital  and  Health  Care 
Employees  as  well  as  our  retired  members. 

Our  union  represents  100,000  people  working  in  hospitals,  nursing 
homes,  pharmacies  and  other  health  facilities  in  18  States  and  the 
District  of  Columbia.  They  include  service  and  maintenance  workers, 
clerical  and  secretarial  workers,  pharmacists,  social  workers,  licensed 
practical  and  registered  professional  nurses,  technicians  and  tech- 
nologists. In  addition,  we  have  thousands  of  retired  members  living 
on  pensions  and  Social  Security  with  an  average  pension  of  about 
$100  per  month.  I  will  divide  my  testimony  into  two  parts,  first  I 
will  comment  on  the  effect  of  President  Ford's  proposals  on  our  re- 
tired members  and  retired  persons  in  general  and  then  I  will  raise 
the  specific  effect  that  they  will  have  on  the  health  field. 

On  the  surface  the  President's  proposal  might  look  advantageous 
to  senior  citizens.  They  put  a  $500  ceiling  on  the  amount  of  coinsur- 
ance an  individual  would  have  to  pay  each  year  toward  hospital 
bills.  The  difficulty  is  that  although  the  proposal  puts  a  ceiling,  it 
also  increases  the  formula  for  copayment.  Instead  of  paying  a  flat 
amount  for  the  first  day  only,  there  will  now  be  a  10-percent  co- 
payment  on  each  subsequent  day  of  hospitalization  Since  the  average 
length  of  stay  in  a  hospital  for  persons  over  65  is  11  days,  that  means 
that  an  individual  would  have  to  pay,  for  an  average  of  2  days  of 
hospitalization.  The  maximum  for  the  first  day  would  be  $124,  but 
for  the  next  10  days  the  10  percent  could  be  as  high  as  $250.  That 
is  $250  more  than  the  individual  had  to  pay  in  the  past.  1974  figures 
show  that  less  than  1  percent  of  all  medicare  patients  stayed  in  the 
hospital  over  60  days.  What  the  President's  proposal  then  would  mean 
is  that  99  percent  of  the  elderly  and  chronicially  ill  would  have  their 
medical  bills  substantially  increased. 

There  is  no  question  that  provision  should  be  made  to  put  a  ceil- 
ing on  medical  payments  for  those  with  catastrophic  illnesses  or  very 
long  hospitalizations,  but  the  costs  for  this  should  not  be  borne  by 
those  least  able  to  pay,  and  who  themselves  face  more  medical  bills 
than  the  population  as  a  whole. 

Now,  let's  take  a  look  at  what  the  "limit"  on  physicians  bills  would 
result  in  under  the  proposed  $250  limit  on  part  B  of  the  medicare  law. 
In  fiscal  1977  the  proposed  increase  in  the  initial  copayment  would 
rise  from  the  present  $60  to  $77.  But  far  worse,  and  not  so  easily  dis- 
cernable  is  the  limit  of  increased  payments  to  physicians  by  medicare 
to  4  percent.  Even  now  the  elderly  are  being  grossly  overcharged  by  . 
unscrupulous  doctors  who  refuse  to  accept  medicare  reimbursement 
and  charge  all  the  traffic  will  bear.  Those  already  limited  number  of 
doctors  who  do  accept  medicare  reimbursement,  will  no  doubt  become  ' 
scarcer,  increasing  again  the  cost  to  medicare  patients,  and  as  was 
pointed  out  this  morning,  to  the  non-medicare  patients  as  well. 

Recent  statistics  show  that  since  the  advent  of  medicare,  the  out-of- 
pocket  cost  of  medical  care  for  those  over  65  has  steadily  risen  to  the 
present  45  percent. 

The  most  persistent  demand  of  the  elderly  and  those  working  with 
them,  has  been  to  increase  medicare  coverage,  not  reduce  it.  Both  at 
the  1971  White  House  Conference  on  Aging,  and  increasing  since  then,  •. 
the  demand  has  been  to  include  such  items  as  prescription  drugs,  eye- 


153 


care  and  glasses,  and  foot  care  under  medicare  coverage.  The  present 
proposals  are  trnly  a  cruel  hoax,  as  they  pretend  to  offer  benefits 
while  in  effect  they  saddle  the  majority  of  the  elderly  and  the  ill 
with  an  increasing  share  of  their  medical  bills. 

I  will  now  deal  with  the  special  problems  that  the  President's  pro- 
posals would  create  for  workers  in  the  health  field.  Any  freeze  or  limi- 
tation of  increase  in  the  reimbursement  rate  to  nursing  homes,  hos- 
pitals and  home  health  agencies  will  also  freeze  or  limit  the  wages 
of  the  employees  of  those  institutions.  In  1972,  Eichard  ISTixon 
set  a  wage  freeze  on  all  workers  and  then  limited  that  freeze  to 
workers  in  health  and  food  industries.  We  fought  that  freeze  and  the 
effects  that  it  had  on  the  low  paid  workers  of  the  health  industry.  We 
are  affected  by  the  increases  in  the  cost-of-living  and  the  same  rates  as 
all  other  workers.  If  we  go  into  a  grocery  store  there  is  no  discount 
because  we  pro^'ide  health  care.  By  imposing  a  limit  on  the  increase 
in  reimbursements  President  Ford  is  using  a  backdoor  method  to  re- 
establish the  Xixon  wage  freeze  that  health  workers  will  not  accept. 
He  is  also  interfering  with  the  right  to  collective  bargaining  that 
was  won  b}'  health  workers  in  1974.  when  Congress  extended  the  Na- 
tional Labor  Kelations  Act  to  employees  of  voluntary  hospitals  and 
homes. 

A  similar  freeze  in  Xew  York  State  gave  the  owner  of  Lakeshore 
Xursing  Home  in  Eochester,  an  excuse  to  refuse  to  bargain  and  to 
ignore  the  recommendations  of  the  Federal  Mediation  and  Concilia- 
tion Services.  A  prolonged  strike  was  precipitated  by  the  freeze  and 
was  costly  to  the  workers,  the  patients  and  the  State. 

A  significant  number  of  workers  in  hospitals  and  homes  in  the 
United  States  are  still  working  at  minimum  wages.  They  have  only 
had  the  right  to  organize  for  1%  years.  This  freeze,  by  interfering 
with  XLEA,  will  keep  these  low-wage  workers  from  climbing  out  of 
poverty  through  decent  wages.  It  will  also  make  it  very  difficult  for 
health  institutions  to  hire  and  maintain  skilled  staff  at  wages  that 
cannot  move  up  to  keep  up  with  the  econom}^ 

There  is  no  question  that  there  has  been  abuse  of  medicare  and 
medicaid  by  institutional  providers  and  that  the  Government  should 
look  for  ways  to  ending  that  abuse.  Much  of  the  abuse  has  been  more 
important  than  fiscal,  it  has  been  the  physical  and  mental  abuse  of 
patients,  by  serving  inadequate  food,  having  inadequate  staff,  unsafe 
facilities,  and  misuse  of  patients  personal  funds.  The  limiting  of  the 
increases  in  the  reimbursement  formula  will  encourage  those  who  have 
been  abusing  the  system  in  those  ways  to  cut  services  even  more  to 
maintain  profits.  Any  system  of  percentage  increases  will  freeze  in 
corruption  and  misuse  of  funds,  rather  than  improve  the  system. 

In  conclusion,  the  President's  proposal  takes  benefits  from  those  on 
fixed  income  and  significantly  increases  their  out-of-pocket  expenses. 
AAHien  they  do  not  have  the  funds  it  will  mean  that  they  do  not  go  for 
the  early  care  that  they  need  which  may  result  in  the  increased  costs 
of  more  serious  illness,  or  the  destruction  of  good  health  and  the  loss 
of  life.  It  would  at  the  same  time  also  oppress  the  low-wage  workers 
in  the  health  care  field  and  limit  their  wages,  interfering  with  the 
hard- won  rights  to  collective  bargaining.  We  are  not  surprised  that 
President  Ford's  approach  to  "improving"  health  care  will  be  very 
costly  to  the  poor  people  both  receiving  and  delivering  care  and  really 
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not  provide  any  improvement.  This  is  just  another  of  his  attacks  on 
the  poor  and  working  people  of  this  country  by  establishing  another 
retro,a:ressive  program.  The  only  real  solution  to  this  and  the  other 
problems  of  health  care  is  to  establish  a  real  system  for  the  delivery 
of  health  care  for  all  regardless  of  ability  to  pay. 

I  might  add,  Mr.  Chairman,  and  it  is  not  in  the  statement  that  not 
only  have  we  been  on  record  for  comprehensive  national  medical  care, 
but  we  have  long  been  on  record  for  an  end  to  deductibles  under  the 
present  medicare  system.  We  think  that  these  present  proposals  are 
highly  retrogressive. 

Thank  you  very  much  for  your  time. 

Mr.  CoRMAis'  [presiding] .  Thank  you  very  much,  Ms.  Shore. 
Our  next  witness  is  Mr.  Donald  I.  Gent,  executive  director,  Wel- 
born  Memorial  Baptist  Hospital. 

STATEMENT  OF  DONALD  I.  GENT,  EXECUTIVE  DIKECTOE,  V7EL- 
BORN  MEMORIAL  BAPTIST  HOSPITAL,  INC.,  EVANSVILLE,  H^D.; 
ACCOMPANIED  BY  JOHN  DIEHL,  COMPTROLLER 

Mr.  CoRMA?^".  We  are  pleased  to  welcome  you  to  the  committee. 
Please  identify  the  gentleman  with  you  and  proceed  with  your 
testimony. 

Mr.  Gent.  Thank  you. 

I  am  Donald  I.  Gent.  I  live  in  Evansville,  Ind.  I  am  the  executive 
director  of  Welborn  Baptist  Hospital.  I  have  with  me  today  Mr.  John 
Diehl,  who  is  the  comptroller  of  Welborn  Baptist  Hospital  and  a  CPA. 
He  has  a  great  deal  of  experience  with  many  hospitals  in  the  State  of 
Indiana  dealing  specifically  with  medicare  reimbursement. 

I  speak  as  an  administrator;  just  a  few  indicators  to  acquaint  you 
with  our  facilities : 

We  are  licensed  for  487  beds.  To  replace  our  plant  and  equipment 
it  would  take  from  $30  to  $40  million.  We  have  an  operating  budget 
of  nearly  $20  million.  We  have  1,000  full-time  equivalent  employees, 
175  physicians  and  200  volunteers. 

Mr.  Chairman,  I  am  in  the  arena  of  implementing  the  programs  of 
changes  in  medicare  and  medicaid,  PSEO,  HSA's  or  health  planning, 
OSHA,  State  licensure,  State  board  of  health,  abortions  and  many 
other  kinds  of  things  that  come  to  our  organization. 

My  sole  purpose  or  intent  is  to  reflect  the  financial  impact  of  the 
President's  proposal  to  provide  catastrophic  coverage  upon  one 
hospital. 

We  understand  that  catastrophic  coverage  to  be  for  all  medicare 
beneficiaries,  coupled  with  an  increase  in  coinsurance  payments 
equalled  to  ten  percent  of  hospital  charges  above  the  present  inpatient 
deductible,  and  a  hike  in  the  annual  deductible  for  outpatient  and 
physician  services  from  $60  to  $77. 

Other  medicare  changes  proposed  by  the  President  include  limits 
on  medicare  reimbursements  to  providers,  a  7  percent  lid  on  increases 
in  hospitals,  nursing  homes,  and  home  health  agency  per  diem  or  per 
visit  cost,  and  a  corollary  limit  of  four  percent  on  increases  in  physi- 
cian charges. 

We  will  only  speak  to  the  points  applicable  to  hospitals  and  more 
specifically  to  the  issue  to  require  10  percent  coinsurance  on  hospital 
inpatient  charges  above  the  present  inpatient  deductible,  to  provide  a 
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>'>00  annutil  limit  on  beneficiary  payment  of  deductible  and  coin- 
surance amounts,  and  to  limit  per  cliem  or  per  visit  to  7  percent. 

For  Welborn  Hospital,  the  significant  impact  are  those  items  just 
mentioned.  I  have  not  dealt  with  outpatient  or  physicians'  charges. 

The  linancial  impact  to  require  10  percent  coinsurance  on  hospital 
inpatient  charges  would  be  as  follows.  This  is  on  page  2  of  our 
X^resentation. 

^Ve  have  taken  from  our  cost  report  ending  June  30,  1975,  the 
covered  charges,  which  are  St1:.991:,607,  less  actual  inpatient  deductibles 
for  that  same  period  of  time  leaving  a  net  of  $4,742,420,  times  the 
proposed  10  percent  coinsurance,  which  means  that  our  coinsurance 
nould  be  $474,242.  and  compare  that  with  the  actual  coinsurance 
for  that  same  period  of  time,  which  is  $15,598,  for  an  increase  in  the 
coinsurance  of  2,941  percent  or  $458,644. 

So.  based  on  our  1975  cost  report,  the  coinsurance — over  60  days — 
was  $15,598,  compared  to  a  proposed  $747,000  in  coinsurance. 

I  Avant  to  point  out  that  that  is  a  2,941  percent  increase  in  coin- 
sui'ance.  Tliis  is  a  transfer  from  program  to  patient. 

According  to  part  A  coverage  at  Welborn,  each  admission  costs  on 
the  average  of  $1,666— $4,994,607  divided  by  3,000  admissions. 

This  is  fairly  accurate  based  on  an  average  length  of  stay  of  11 
days.  That  is  for  mediare  patients. 

This  would  m.ean  that  an  average  of  approximately  $1,510  would 
l>e  paid  by  the  program  and  $156  would  l3e  shifted  to  the  patient  in 
addition  to  the  present  inpatient  deductible  of  $104  for  a  total  of 
$260. 

On  page  four,  based  on  our  hospital  data,  the  program  shifts  cost 
to  94  percent  of  medicare  patients  in  order  to  benefit  the  six  percent 
witli  hospital  stays  over  28  days. 

According  to  AHA  information  given  earlier  that  would  be  99  per- 
cent compared  to  one  percent. 

This  concerns  me  a  great  deal.  This  will  place  a  strain  on  the  medi- 
care patients  or  require  the  patient  to  seek  other  coverage  for  the 
coinsurance  and  deductibles.  It  places  a  great  deal  of  stress  upon  the 
hospital  to  collect  from  the  elderly. 

Many  of  tlie  dollars  will  become  bad  debts  or  charity  unless  covered 
by  the  program,  as  in  present  circumstances,  after  all  efforts  have 
been  exhausted  to  collect. 

Unless  the  program  covers  the  bad  debts  and  charity,  the  only  other 
-ource  for  recovery  is  from  all  other  cateo-ories  of  patients. 

AVe  experience  about  3  percent  in  bad  debts  and  charity  at  Welborn 
and,  based  upon  $464,242,  the  proposed  10  percent  coinsurance,  plus 
$252,187.  tlie  present  deductibles,  we  will  be  required  to  collect  the 
S726.420  fi-om  the  patients. 

If  the  program  does  not  cover  these  losses,  Welborn  could  have 
$22,000  of  ]>ad  debts  and  charity  that  must  ]je  recovered  from  other 
categories  of  patients,  or  it  becomes  a  decrease  in  the  cash  flow  of  the 
hospital. 

In  a  recent  publication  entitled  "Washing-ton  Developments,''  a  re- 
port from  the  Washington  Office  of  the  American  Hospital,  Dick 
riark,  an  Iowa  Democrat  was  quoted  recently  in  the  Congressional 
Eecord  as  saying : 

"Elderly  Americans  now  pay  more  for  medical  care  than  they  did 
hefore  medicare  was  inaugurated."' 

67-040—76  11 
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Also  on  page  5,  we  continue :  We  have  a  great  deal  of  concern  re- 
garding this  aspect  of  the  President's  proposal.  It  seems  to  be  a  de- 
parture from  what  was  intended  in  the  beginning  by  the  medicare 
program.  I  believe  the  senior  citizens  would  view  this  as  a  step  back- 
wards and  a  threat  to  their  personal  retirement  income. 

The  part  of  the  program,  to  provide  a  $500  annual  limit  on  bene- 
ficiary payment  of  deductible  and  coinsurance  amounts  at  Welborn  is 
as  follows : 

The  actual  deductible  amounted  to  $242,187;  the  proposed  co- 
insurance would  be  $474,242  for  a  total  of  $726,429. 

If  you  divide  that  by  the  admissions  of  the  hospital,  it  would  mean 
that  the  average  deductible  and  coinsurance  would  be  $242, 

Only  those  patients  whose  charges  exceeded  $4,064— which  is  ap- 
proximately 28  days  of  care — would  the  limit  of  $500  be  exceeded. 

Based  upon  the  average  deductible  and  coinsurance  amount  of  $242, 
as  I  have  just  computed  it,  this  would  be  relatively  few;  thus,  the 
patient  would  be  responsible  for  most  of  the  $458,644  proposed  increase 
in  the  coinsurance. 

Our  average  length  of  stay  is  11  days.  Seventeen  out  of  283  patients 
in  INIay  1975  stayed  over  28  days  at  Welborn  Hospital. 

The  part  of  the  President's  proposal  that  concerns  us  most  is  to 
limit  per  diem  or  per  visit  increases  to  7  percent. 

What  we  have  done  is  we  have  gone  back  on  the  cost  report  for  3 
years  at  Welborn  Hospital  and  projected  information  into  this  docu- 
ment. 

For  June  1973  our  reimbursible  expenses  amounted  to  $3,424,203, 
divided  by  our  patient  days,  our  cost  under  the  medicare  program  was 
$96.85,  compared  with  the  medicaid  cost,  which  was  $88.91. 

For  the  year  ended  June  30, 1974,  we  went  through  the  same  exercise 
and  our  per  diem  expenses  under  medicare  was  106.61,  compared  to 
$96.85. 

In  the  year  ended  1975,  per  diem  expenses  were  $124.74.  We  went 
through  the  process  of  ascertaining  what  increases  in  costs  we  have 
had  and  for  the  fiscal  year  1973  to  1974,  based  on  this  data,  our  increase 
was  10.08. 

From  the  period  1974  to  1975,  our  cost  increase  was  17.01.  Now,  if 
we  are  limited  to  7  percent  under  the  program,  we  have  projected  out 
that  from  1973  to  1974,  it  would  mean  a  $106,004  decrease  in  cash  flow 
for  Welborn  Hospital  in  the  medicare  program ;  18,862  in  the  medicaid 
program,  for  a  total  of  $124,666. 

If  you  go  on  to  the  snowballing  effect,  from  year  to  year,  it  would 
raise  that  from  $386,211  to  $501,677. 

We  took  the  middle  one  and  divided  by  our  nonmedicare  patient  days 
and  it  means,  in  essence,  that  we  would  increase  per  diem  charges  re- 
quired for  nonmedicare  patients  by  $5.86. 

On  page  8,  the  snowballing  effect  of  the  7  percent  limitation  would 
have  a  very  sig-nificant  effect  in  future  years  assuming  per  diem  cost 
increases  would  be  in  excess  of  7  percent  per  year. 

At  the  American  Hospital  Association  meeting  in  Washington,  just 
last  week,  in  fact,  the  leadership  was  reviewing  the  President's  pro- 
posal and  it  was  stated  that  70  percent  of  the  hospitals  in  our  country 
are  experiencing  more  than  7  percent  increase  in  cost  and  that  the 
average  cost  increase  is  approximately  13  percent. 
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The  overall  CPI  percent  change  for  1975  was  9.1  percent.  The  com- 
ponents of  total  hospital  inflation  by  percent  per  American  Hospital 
Association  was : 

(In  percent] 


1969  1975 


Increases  in  prices  of  goods  and  services     11.7  44.8 

Increases  in  quantity  of  goods  purchased     51.  3  11.  Cf 

Personnel  increases         14.3  15.7 

Wage  increases...      22.7  28.5 


TotaL         100.0  100.0 


Mr.  Gext.  The  7-percent  limit  would  reduce  this  cost  increase  by 
one-half. 

In  recent  years  the  hospital  cost  has  been  recei\ang  sharp  attention 
from  both  the  executive  and  legislative  branches  of  the  Federal  Gov- 
ernment as  well  as  from  major  industries,  consumer  organizations,  and 
the  press. 

The  health  industry  is  responding  to  these  concerns.  There  has  been 
a  great  deal  of  effort  by  hospitals  and  their  associations  in  programs 
of  cost  containment.  What  is  Welborn  Hospital  doing  to  indicate  to 
you  that  our  hospital  is  concerned  about  the  increasing  cost  of  patient 
care? 

(1)  We  have  a  management  engineer  who  is  continuously  evaluat- 
ing our  system.s  and  making  recommendations  to  me  as  to  how  the  hos- 
pital can  save  money. 

(2)  We  have  a  task  force  of  staff  members  called  "Clean  Sweep" 
which  meets  weekly  to  evaluate  our  systems  and  make  recommendations 
to  me  as  to  how  the  hospital  can  save  money. 

(3)  We  recently  shared  the  cost  with  a  local  hospital  of  a  consultant 
for  a  laundry  study.  They  looked  at  the  situation  as  to  whether  we 
should : 

(a)  Proceed  alone  in  building  our  own  laundry,  or  whether  we 
should : 

(6)  Proceed  with  a  shared  laundry,  or  whether  we  should : 
(c)  Proceed  with  a  local  proprietary  laundry  to  save  the  capital 
outlay. 

(4)  We  have  a  management  contract  for  a  satellite  hospital  of  80 
beds  in  a  small  community.  The  intent  was  to  share  the  facilities,  equip- 

,  ment,  and  medical  expertise  for  the  benefit  of  a  small  hospital. 

(5)  We  are  discussing  shared  medical  education  programs,  shared 
open  heart  surgery  programs,  and  shared  prenatal  programs. 

(6)  The  utilization  review  committee  is  active  in  length  of  stay, 
services,  facilities  and  equipment  utilization.  Welborn  and  other  hos- 
pitals have  taken  a  variety  of  actions  such  as  mergers,  multiinstitu- 
tional  arrangements,  shared  services,  management  engineermg,  cost 
containment  review,  productivity  actions,  preadmission-diagnostic 
testing,  discharge  planning,  and  other  internal  management  programs 

j  to  come  to  grips  with  the  increasing  costs. 

;  (7)  We  reduced  approximately  30  full-time  equivalents  from  our 
'  staff  during  our  last  fiscal  year  in  order  to  come  to  grips  with  costs. 
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111  addition  to  institutionally  based  cost-containment  incentives,  a  I 
number  of  externally  imposed  restraints  on  hospitals  are  increasingly  j 
apparent.  r 

For  example,  the  planning  entities  and  State  laws  that  require  prior  ] 
approval  on  most  capital  projects,  professional  standard  review  organi-  j 
zations — PSEO's — to  monitor  the  appropriateness  of  hospital  admis-  ^ 
sions,  the  length  of  stay,  and  reimbursement  ceilings  for  medicare  and 
medicaid  proposals  and  physician  services  are  but  a  few  of  the  mecha- 
nisms in  place  and  in  various  stages  at  this  time  to  cope  with  increas- 
ing costs  and  come  to  grips  with  them. 

For  Welborn  Hospital  expenses  have  steadily  risen.  The  critical 
components  for  these  increases  were  wages,  energy,  food,  and  pre-  I 
miums  for  malpractice  insurance. 

Government  regulations  on  w^ages,  program  requirements,  and  in- 
spection programs  all  impose  financial  burdens.  Improvements  in 
care — for  example,  intensive  care  units,  ambulatory  and  emergency 
services,  trauma  services,  perinatal  programs,  and  neonatal  serv- 
ices— the  declining  length  of  hospital  stays,  and  the  treatment  of 
more  complex  diagnoses  also  can  be  attributed  to  the  cost  of  hospital 
care.  _  _  _  .       .   ■  i 

A  7-perccnt  lid  on  medicare  reimbursements  in  essence  will  bring  ! 
another  economic  stabilization  program  to  the  hospitals  of  our  country.  | 

The  Government's  method  to  contain  costs  seem  to  be  to  reduce  the  |j 
reimbursement  rather  than  evaluating  the  needs,  determine  the  quality  f 
of  established  programs,  and  finance  those  programs. 

To  government,  the  quality  of  care  seemxS  to  be  secondary  and  reim-  [ 
bursement  seems  to  be  primary.  i 

If  a  7-percent  ceiling  is  established,  Welborn  Bapitist  Hospital  has  F 
one  of  three  alternatives :  (1)  Reduce  or  eliminate  services ;  (2)  Trans- 
■fer  tlie  uncovered  or  unreimbursed  cost  of  the  medicare  program  to  I 
other  categories  of  patients ;  or  ( 3 )  A  combination  of  the  two.  [ 

Patient  demands  will  more  than  likely  prevent  us  from  reducing  [ 
or  eliminating  services.  This  leaves  only  one  alternative — that  is,  to  f 
pass  the  additional  cost  on  to  other  categories,  such  as  Blue  Cross,  \ 
commercial  carriers,  and  private  patients.  We  believe  this  is  unfair,  s 

On  July  1, 1966,  medicare  was  established  on  the  basis  of  reimburs-  ^ 
ing  hospitals  on  historical  cost  plus  depreciation  plus  a  2-percent  J 
§-roAvth. 

Later,  the  2  percent  was  dropped  by  HEW.  Still  later,  studies  " 
reflected  that  it  took  more  nursing  to  care  for  the  elderly ;  therefore,  i 
^  factor  for  additional  care  was  included  in  the  reimbursement.  i 

Just  a  few  months  ago,  the  health  care  industry  went  to  court 
to  retain  the  nursing  differential.  Now  we  are  faced  with  further  cuts  | 
by  the  proposed  catastrophic  program.  This  is  unfair  when  proprietary  i 
liospitals  are  reimbursed  for  cost  plus — and  I  have  a  technical  error 
there;  I  think  it  is  6  or  7  percent — and  many  industries  with  Gov- 
ernment contracts  are  reimbursed  on  a  cost-plus  basis. 

It  appears  that  the  nonprofit  private  hospital  is  either  going  to 
"be  forced  to  turn  proprietary ;  or,  two,  refuse  to  care  for  those  patients  i 
were  inadequate  reimbursement  is  not  available  or  three,  gradually  s 
Teduce  the  service  to  a  substandard  level.  i 

It  is  unfair  and  probably  unconstitutional  to  apply  a  cost  ceiling  ' 
on  the  health  industry  and  not  to  all  other  segments  of  our  economy.  ' 
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The  proposed  catastrophic  medical  coverage  is  a  Federal  budget  cut 
achieved  b}'  passing  the  cost  to  the  eiderl}^  through  coinsurance  and 
ionmedicare  patients  by  a  ceiling  on  cost  to  the  hospital. 

I  believe  the  latter  part  of  that  page  was  probablv  expressed  by  the 
AHA  testimony  so  I  will  skip  that. 

In  conclusion,  catastrophic  coverage  is  needed,  but  seek  some  other 
-method  of  financing  the  program.  This  proposal  will  weaken  the  backs 
of  the  elderly,  destroy  their  resources,  and  overburden  the  nomnedi- 
<'are  patient,  plus  weaken  the  health  care  system. 

Thank  you  for  giving  me  the  opportunity  to  state  our  feelings  and 
the  impact  of  this  proposal  upon  Welborn  Baptist  Hospital, 
ji    [The  prepared  statement  follows :] 

Statemext  of  Doxald  I.  Ge>tt.  Executive  Directok,  Welkorn  Memorial 
Baptist  Hospital,  Inc. 

regardixg  the  effect  of  president's  proposed  changes  in  the  medicare 
program  upon  welborn  baptist  hospital 

Honorable  Chairman  Rostenkowski,  distinguislied  members  of  the  committee, 
stiiff,  and  a  host  of  others,  my  name  is  Donald  I.  Gent,  T  live  at  516  Oriole  Drive, 
Evansville,  Indiana.  I  am  the  Executive  Director  of  Welborn  Baptist  Hospital. 
I  si>eak  as  an  administrator.  Just  a  few  indicators  to  acquaint  you  vvith  our 
facilities :  We  are  licensed  for  487  beds.  To  replace  our  plant  and  equipment 
it  would  take  from  30-40  million  dollars.  We  have  an  operating  budget  of  nearly 
20  million  dollars.  We  have  1,000  full  time  equivalent  employees,  175  physicians 
and  200  volunteers. 

My  purjiose  of  sole  intent  is  to  reflect  the  financial  impact  of  the  President's 
'  proposal  to  provide  catastrophic  coverage  upon  one  hospital.  We  understand  the 
catastrophic  coverage  to  be  for  all  Medicare  beneficiaries,  coupled  with  an 
increase  in  co-insurance  payments  equalled  to  10  percent  of  hospital  charges 
above  the  present  inpatient  deductible,  and  a  hike  in  the  annual  deductible  for 
outpatient  and  physician  services  from  $60  to  $77.  Other  Medicare  changes  pro- 
posed by  the  President  include  limits  on  Medicare  reimbursements  to  providers — 
a  7  percent  lid  on  increases  in  hospitals,  nursing  homes,  and  home  health  agency 
per  diem  or  i>er  visit  cost,  and  a  corollary  limit  of  4  percent  on  increases  in 
pbysician  charges.  We  will  only  speak  to  the  points  applicable  to  hospitals,  and 
more  specifically  to  the  issue  to  require  10  percent  coinsurance  on  hospital 
inpatient  charges  above  the  present  inpatient  deductible,  to  provide  a  $500 
annual  limit  on  beneficiary  payment  of  deductible  and  coinsurance  amounts, 
and  to  limit  per  diem  or  per  visit  to  7  percent.  For  Welborn  Hospital,  the  sig- 
nificant impact  are  those  items  just  mentioned.  In  this  presentation,  I  have  not 
dealt  with  outpatient  charges  and  physician  charges. 
The  financial  im.pact  to  require  10  percent  coinsnrmice  on  hospital  inpatient 


rhrirgcs  vould  he  as  foUaics: 

Part  A  covered  charges — fiscal  year  ended  .Tune  30,  1975   .$4,  994,  607 

Less  actual  inpatient  deductible  amounts   —252, 187 

Net   amount   4,  742,420 

Proposed  coinsurance  rate  (times  10  percent)   474,242 

Actual  coinsurance  amount   —15,  598 

Proposed  increase  in  coinsurance  amount   458,  644 


liused  on  our  1975  cost  report,  the  coinsurance  (over  60  days)  was  $15,598. 
The  proposed  would  be  $474,242.  This  is  a  transfer  from  program  to  patient. 
According  to  Part  A  coverage  at  Welborn  Hospital,  each  admission  costs  on  the 
average  of  $1,666.00  ($4,994,607  divided  by  3,000  admissions).  This  is  fairly- 
accurate  based  on  an  average  length  of  stay  of  11  days.  This  would  mean  that 
an  average  of  approximately  $1,510  W'Ould  be  paid  by  the  program  and  $156 
would  be  shifted  to  the  patient  in  addition  to  the  present  inpatient  deductible 
of  $104  for  a  total  of  $260.  This  deviates  some  from  AHA  data,  more  than 
likely  due  to  one  hospital  situation.  Data  from  AHA  reflects:  (This  information 
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was  made  available  to  members  of  Congress  during  the  American  Hospital 
Annual  Meeting,  Wasiiington,  D.C.,  February  1-4,  1976). 

Medicare  lengths  of  stay  percentage 


1-30  days   94.  6 

81-60  days   4.  7 

61-90  days   .  5 

91-120  days   .  1 

120-plus  days   .1 


COSTS  TO  INDIVIDUAL  PATIENTS 


Present  system 

Proposed  system 

$104  (estimate). 

2d  to  60th  day 

0  

19  percent  or  cnarges  up  to  $500, 

61st  TO  90th  day 

$25  per  day    .  .  . 

Do. 

91st  to  150th  day 

$52  per  day     

Do. 

150th  day  on  

...  Full  charge  ($500  is  reached  in  75  days)  

Full  charge  ($500  is  reached  in  39  days). 

Based  on  our  hospital  data,  the  program  shifts  cost  to  94  percent  of  Medicare 
patients  in  order  to  benefit  the  6  percent  with  hospital  stays  over  28  days. 
( For  AHA  data,  it  would  be  99  percent  to  benefit  1  patient. ) 

This  concerns  me  a  great  deal.  This  will  place  a  strain  on  the  Medicare 
patients  or  require  the  patient  to  seek  other  coverage  for  the  co-insurance  and 
deductibles.  It  places  a  great  deal  of  stress  upon  the  hospital  to  collect  from 
the  elderly.  Many  of  the  dollars  will  become  bad  debts  or  charity  unless  cov- 
ered by  the  program  (as  in  present  circumstances)  after  all  efforts  have  been 
exhausted  to  collect.  Unless  the  program  covers  the  bad  debts  and  charity,  the 
only  other  source  for  recovery  is  from  all  other  categories  of  patients. 

We  experience  about  3  percent  in  bad  debts  and  charity.  Based  upon  $464,242 
(proposed  10  percent  co-insurance),  plus  $252,187  (present  deductible),  we  will 
be  required  to  collect  the  $726,429  from  the  patient.  If  the  program  does  not 
cover  these  losses,  Welbom  could  have  $22,000  of  bad  debts  and  charity  that 
must  be  recovered  from  the  other  categories  of  patients,  or  it  becomes  a  decrease 
in  the  cash  flow  of  the  hospital. 

In  a  recent  publication  entitled  "Washington  Developments",  (a  report  from 
the  Washington  OlEce  of  the  American  Hospital  Association,  Vol.  5,  No.  2. 
dated  January  30,  1976)  Senator  Dick  Clark,  an  Iowa  Democrat  was  quoted 
recently  in  the  Congressional  Record  as  saying : 

"ELDERLY  AMERICANS  NOW  PAY  MORE  FOR  MEDICAL  CARE"  than 
they  did  before  Medicare  was  inaugurated.  In  fact,  he  says,  today  Medicare 
covers  only  thirty-eight  percent  of  senior  citizen's  health  care  expenses,  a  drop 
of  from  forty-five  percent  just  a  few  years  ago.  Clark  blamed  rising  costs  on 
uncovered  items,  rigid  administrative  guidelines  for  reimbursement,  prohibitions 
against  reimbursement  for  Medicare,  and  sharp  increases  in  deductibles  and 
co-insurance  for  this  added  burden  on  the  elderly.  A  member  of  Senate  Special 
Committee  on  Aging,  Clark  warns  that  this  downward  trend  is  likely  to  continue 
and  is  pushing  for  preventive  care  for  the  elderly  in  any  Medicare  reforms  passed 
by  Congress." 

We  have  a  great  deal  of  concern  regarding  this  aspect  of  the  President's 
proposal.  It  seems  to  be  a  departure  from  what  was  intended  in  the  beginning 
by  the  Medicare  program.  I  believe  the  senior  citizens  would  view  this  as  a 

step  backwards  and  a  threat  to  their  personal  retirement  income. 

The  part  of  the  program  to  provide  a  $500  annual  limit  on  deneficiary  payment 
of  deducti'ble  and  co-insurance  amounts  at  WeWorn,  1  would  anticipate  the 
following : 


Actual  deductible  amount — fiscal  year  ended  June  30,  1975  $242, 187 

Proposed  coinsurance  amount    474,  242 

Total    726,429 

Estimated  number  of  admissions   h-3,  000 

Average,  deductible  and  proposed  coinsurance   242 
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Only  on  those  patients  whose  charges  exceeded  $4,064  (approximately 
38  days  of  care)  would  the  limit  of  $500  be  exceeded.  Based  upon  the  aver- 
age deductible  and  coinsurance  amount  of  $242  computed  above,  this  would 
be  relatively  few;  thus,  the  patient  would  be  responsible  for  most  of  the 
$458,644  proposed  increase  in  the  coinsurance. 

Our  average  length  of  stay  is  11  days.  Seventeen  out  of  283  patients  last 
month  stayed  over  28  days. 

The  part  of  the  President's  proposal  that  concerns  us  most  is  to  limit  per 
diem-  or  per  visit  increases  to  7  percent. 

Medicare        Medicaid  Total 

Fiscal  year  ended  June  30,  1973: 

Total  inpatient  reimbursable  expenses    $3,  424,  203        $417,  246 

Total  number  of  patient  days.    '  -^-35,  354  -^4[  693 


Per  diem  expenses    96.85  88.91 


Fiscal  year  ended  June  30,  1974: 

Total  inpatient  reim.bursable  expenses     $3,  792,  474        $534,  746 

Total  number  of  patient  days    h-35,  572  -^-5,  425 


Per  Diem  expenses       106.61  98.57 


Fiscal  year  ended  June  30,  1975: 

Total  inpatient  reimbursable  expenses    4,575,070  451,569 

Total  number  of  patient  days     -^36, 196  -^3,  962 


Per  diem  expenses..       124.74  113.98 


Percentage  increase  in  per  diem  expenses: 

Fiscal  year  1973  to  1974       10.  08 

Fiscal  year  1974  to  1975     17.01 


Amount  over  7  percent  limitation: 

Fiscal  year  1974  ass'jmin?  fiscal  year  1973  as  the  base  ysar.   $106,004  $18,662  $124,666 

Fiscal  year  1975  assuming  fiscal  year  1974  as  the  base  year   385,211  33,717  419,928 

Fiscal  year  1975  assuming  fiscal  year  1973  as  the  base  year   501,577  48,297  549,974 


Effect  on  patient  costs  for  other  than  medicare  and  medicaid: 
Amount  over  7  percent  limit?ticn  for  fiscal  year  1975: 

Assuming  fiscal  year  1974  as  the  base  year     419,928 

Nonmeaicare/medicaid  patient  days,  fiscal  year  1975      -^71,  682 


Increase  in  per  diem  charges  required     5.  85 


The  "snowballing"  effect  of  the  7  percent  limitation  would  have  a  very 
si.gniticant  effect  in  future  years  assuming  per  diem  cost  increases  would  be 
in  excess  of  7  percent  per  year. 
At  the  American  Hospital  Association  meeting,  the  leadership  was  reviewing 
the  President's  program,  and  it  was  stated  that  70  i>ercent  of  the  hospitals  in  our 
country  are  experiencing  more  than  7  percent  increase  in  cost  and  that  the  aver- 
age cost  increase  is  approximately  13  percent.  The  overall  CPI%  change  for 
1975  was  9.1  percent.  The  components  of  total  hospital  inflation  by  percent  was : 

[In  percent! 

1969  1975 

Increases  in  prices  of  goods  and  services                                                                   11.7  44.8 

Increases  in  quality  of  goods  purchased.                                                                     51.3  11.0 

Personnelincreases                                                                                               14.3  15.7 

Wage  increases                                                                                                  22.7  28.5 


Total....     ...  100.0  .100.0 

The  7-i)ercent  limit  would  reduce  this  cost  increase  by  one  half. 

In  recent  years  the  hospital  cost  has  been  receiving  sharp  attention  from  both 
the  executive  and  legislative  branches  of  the  federal  government  as  well  as  from 
major  industries,  consumer  organizations,  and  the  press.  No  doubt  many  of 
these  concerns  are  valid  and  justifiable.  The  health  industry  is  responding  to 
the.se  concerns.  There  has  been  a  great  deal  of  effort  by  hospitals  and  their  asso- 
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ciations  in  programs  of  cost  containment.  Wliat  is  Y\"elborn  Hospital  doing  to 
indicate  to  you  that  our  hospital  is  concerned  about  the  increasing  cost  to  patient 
care? 

1.  We  have  a  management  engineer  who  is  continuously  evaluating  our  systems 
and  making  recommendations  to  me  as  to  how  the  hospital  can  save  money. 

2.  We  have  a  task  force  of  staff  memhers  called  "Clean  Sweep"  who  meets 
weekly  to  evaluate  our  systems  and  make  recommendations  to  me  as  to  how  the 
hospital  can  save  money. 

3.  We  recently  shared  the  cost  with  a  local  hospital  of  a  consultant  for  a  laundry 
study.  They  looked  at  the  situation  as  to  whether  we  should  :  (a)  Proceed  alone  in 
building  oiir  own  laundry  ;  (&)  Proceed  with  a  shared  laundry  ;  (c)  Proceed  with 
a  local  proprietary  laundry  to  save  the  capital  outlay. 

4.  We  bave  a  management  contract  for  a  satellite  hospital  (80  beds)  in  a  small 
community.  The  intent  was  to  share  facilities,  equipment,  and  medical  expertise 
for  the  benefit  of  a  small  hospital. 

5.  We  are  now  discussing  a  shared  medical  education  program,  shared  open 
heart  surgery  units,  and  perinatal  program. 

(d.  The  Utilization  Review  Committee  is  active  in  length  of  stay,  services,  facili- 
ties, and  equipment  utilization.  Welborn  and  other  hospitals  have  taken  a  variety 
of  actions  such  as  mergers,  multi-institutional  arrangements,  shared  services, 
management  engineering,  cost  containment  review,  productivity  actions,  pre- 
admission-diagnostic testing,  discharge  planning,  and  other  internal  management 
programs. 

7.  We  reduced  approximately  30  full-time  equivalents  from  our  stafc  during  our 
last  fiscal  year. 

In  addition  to  institiutionally  based  cost-containment  incentives,  a  number  of 
externally  imposed  restraints  on  hospitals  are  increasingly  apparent.  For  exam- 
ple, the  planning  entities  and  state  laws  that  require  prior  approval  on  most 
capital  projects,  professional  standard  review  organizations  (PSRO's)  to  monitor 
the  appropriateness  of  hospital  admissions,  the  length  of  stay,  and  reimbursement 
ceilings  for  Medicare  and  Medicaid  hospital  and  physician  services  are  but  a  few 
of  the  mechanisms  in  place  of  in  various  stages  at  this  time. 

For  Welborn  Hospital  expenses  have  steadily  risen.  The  critical  components  for 
these  increases  were  wages,  energy,  food,  and  premiums  for  malpractice  insurance. 
Government  regulations  on  wages,  program  requirements,  and  inspection  pro- 
grams all  impose  financial  burdens.  Improvements  in  care  (e.g.,  intensive  care 
units,  ambulatory  and  emergency  services,  trauma  services,  perinatal  and  neona- 
tal services)  the  declining  length  of  hospital  stays,  and  the  treatment  of  more 
complex  diagnoses  can  increase  the  cost  of  hospital  services.  Finally,  a  highlj^ 
trained  specialized  labor  force  requires  high  rates  of  compensation. 

A  7  percent  lid  on  Medicare  reimbursements  in  essence  will  bring  another 
economic  stabilization  program  to  the  hospitals  of  our  country.  The  economic 
stabilization  program  was  devastating  to  many  hospitals.  The  government's 
method  to  contain  costs  seem  to  be  to  reduce  the  reimbursement  rather  than 
evaluating  the  needs,  determine  the  quality  of  established  programs,  and  finance 
those  programs. 

To  government  the  quality  of  care  seems  to  be  secondary  and  reimbursement 
seems  to  be  primary. 

If  a  7  percent  ceiling  is  established,  Welborn  Bapitist  Hospital  has  one  of  three 
alternatives : 

1.  Reduce  or  eliminate  services. 

2.  Transfer  the  uncovered  or  unreimbursed  cost  of  the  Medicare  program  to 
other  categories  of  patients. 

3.  A  combination  of  the  two. 

Patient  demand  will  more  than  likely  prevent  us  from  reducing  or  eliminating 
any  services.  This  leaves  only  one  alternative — that  is  to  pass  the  additional  cost- 
on  to  other  categories,  such  as  Blue  Cross,  commercial  carriers,  and  private 
patients.  This  is  unfair. 

On  July  1,  1966.  Medicare  was  established  on  the  basis  of  reimbursing  hospitals 
on  historical  cost  plus  depreciation  plus  a  2  percent  for  growth.  Later  the  2 
percent  was  dropped  by  HEW.  Still  later,  studies  reflected  that  it  took  more  nurs- 
ing to  care  for  the  elderly :  therefore,  a  factor  for  additional  care  was  included  in 
the  reimbursement.  Just  a  few  months  ago,  the  health  care  industry  went  to 
court  to  retain  the  nursing  differential.  Now  we  are  faced  with  further  cuts  by 
the  proposed  catastrophic  program.  This  is  unfair  when  proprietary  (for-profit) 
hospitals  are  reimbursed  for  cost  plus  6  percent  and  many  industries  with 
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government  contracts  are  reimbursed  on  a  cost  plus  basis.  It  appears  that  the 
non-profit  private  hospital  is  either  going  to  be  forced  to  turn  proprietary,  refuse 
to  care  for  those  patients  where  inadequate  reimbursement  is  not  available,  or 
gradually  reduce  the  service  to  a  substandard  level.  It  is  unfair  and  probably 
unconstitutional  to  apply  a  cost  ceiling  on  the  health  industry  and  not  to  all 
other  segments  of  our  economy. 

The  proposed  catastrophic  medical  coverage  is  a  federal  budget  cut  achieved 
by  passing  the  cost  to  the  elderly  through  co-insurance  and  to  non-Medicare 
patients  by  a  ceiling  on  cost  to  the  hosiptal.  AHA's  concerns  regarding  this  part 
of  the  President's  health  care  budget  summarize  my  feeling : 
AHA  Concerns — The  proposal  .  .  . 

...  is  contrary  to  basic  Medicare  law  which  requires  payment  of  rea- 
sonable costs  and  prohibits  subsidization  of  Medicare  by  non-Medicare 
payors. 

...  is  in  conflict  with  the  Administration's  estimate  of  a  14  percent 
increase  in  health. 

.  .  .  does  not  protect  hospitals  from  increases  in  the  cost  of  goods  and  serv- 
ices necessary  to  operate  .  .  .  fuel,  wages,  insurance,  supplies,  etc. 

.  .  .  does  not  consider  cost  impact  of  government  mandated  administrative 
procedures,  utilization  review  programs,  life  safety  code  requirements,  etc. 

.  .  .  does  not  match  President's  concession  of  a  nine  percent  wage  increase. 

.  .  .  threatens  the  financial  viability  of  hosiptals,  forces  reduction  of 
services. 

...  is  inconsistent  with  continued  federal  support  for  research  and  educa- 
tion which  stimulate  increased  demand,  and  improvements  in  health  care 
delivery. 

...  is  a  disincentive  to  continuous  reduction  in  length  of  stay,  develop- 
ment of  alternatives  to  inpatient  care,  and  improvement  of  inpatient  services. 

.  .  .  does  not  provide  for  exceptions  to  the  ceiling  for  uncontrollable  situa- 
tions and  is  more  arbitrary  than  the  discredited  Economic  Stabilization 
Program. 

Tarastrophic  coverage  is  needed,  but  seek  some  other  method  of  financing  the 
iirograni.  This  proposal  will  weaken  the  backs  of  the  elderly,  destroy  their 
resources,  and  over-burden  the  non-Medicare  patient,  plus  weaken  the  health 
care  system. 

Thank  you  for  giving  me  the  opportunity  to  state  our  feelings  and  the  impact 
of  this  proposal  upon  Welborn  Baptist  Hospital. 

^Ir.  RosTEXKOwsKi.  Thank  yoii,  Mr.  Gent. 

Mr.  Gent,  what  is  your  opinion  of  what  President  Ford  described 
as  a  catastrophic  insurance  for  the  elderly  ? 
Mr.  Gext.  AAHiat  is  my  opinion  ? 

Mr.  RosTEXKOwsKi.  Yes,  of  what  President  Ford  has  described  as 
catastrophic  insurance  for  the  elderly. 

!Mr.  Gext.  It  is  my  opinion  that  after  a  certain  period  of  time  the 
Government  would  pick  up  the  coverage  beyond  that  period,  such  as 
defined  in  this  program.  $500,  for  some  of  the  major  kinds  of  illnesses 
that  mi^rht  occur  to  a  family  or  to  an  individual  in  this  country. 

^Ir.  RosTEXKOwsKi.  Well,  what  is  your  opinion  of  what  catastrophic 
illness  is  or  should  be  ?  Is  it  possible  to  design  a  real  catastrophic  pro- 
j)osal  that  saves  the  Government  $1.3  billion  as  the  President's  plan 
does? 

^Ir.  Gext.  ^ly  opinion  would  be  that  catastrophic  coverage  should 
pro])ab]y  be  made  available  to  this  countr}^  based  on  some  limited  cost 
to  that  family. 

It  could  be  $500  or  it  could  be  $1,000  or  $2,000.  and  at  some  point  in 
time  that  the  rest  of  the  coverage  would  be  paid  for  where  there  is  a 
long  illness  involved. 

Zilr.  RosTEXKOwsKi.  You  actually  interpret  catastrophic  insurance 
as  a  protection  to  a  family  so  their  assets  won't  be  wiped  out? 

^Nfr.  Gext.  That  is  correct. 
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Mr.  RoSTENKOwsKi.  In  analyzing  the  administration's  proposal  I  I 
was  somewliat  surprised  that  they  were  trying  to  package  this  cost  J 
reduction  plan  as  an  insurance  plus  for  all  elderly. 

To  a  person  who  has  been  working  in  the  area  of  hospital  services, 
what  do  people  in  your  position  interpret  catastrophic  insurance  to  be.  I 

It  seems  to  me  that  we  agree  in  the  proper  interpretation  of  this 
administration  proposal  and  in  the  true  interpretation  of  the  term 
catastrophic  health  insurance. 

Mr.  Gent.  Right.  Let  me  say  before  the  program  of  medicare  was 
implemented  I  was  involved  in  the  hospital  field  probably  4  or  5 
years  prior  to  1966  and  saw  many  examples  where  the  elderly  family 
or  the  elderly  couple  was  wnped  out  because  of  their  bill  for  health 
care  at  that  time. 

It  was  much  smaller  than  it  is  now  because  of  the  increase  in  costs, 
and  there  is  no  doubt  in  my  mind  that  there  was  a  need  for  that  kind 
of  program  at  that  time  and  no  doubt  in  my  mind  there  is  probably 
a  need  for  some  kind  of  coverage  that  would  protect  the  elderly  per- 
son now,  today,  and  not  wipe  out  their  resources  entirely. 

Where  that  limit  starts,  whether  it  is  $500  or  $1,000  or  something 
else,  I  don't  know.  That  is  something  that  all  of  us  have  to  agree  upon, 
I  guess. 

I  would  agree  that  my  interpretation  would  be  similar  to  yours,  as 
you  stated. 

It  is  a  program  to  protect  the  elderly  from  being  completely  wiped 
out  of  their  resources. 

Mr.  RosTExowsKi.  Mrs.  Keys  ? 
Mrs.  Keys.  Thank  you. 

Mr.  Gent,  I  just  want  to  say  that  I  appreciate  the  precise  testimony 
about  your  experience  there  and  I  just  have  one  genuine  curiosity  about 
one  of  your  efforts  at  cost  containment. 

I  wonder,  would  you  come  clean  with  the  committee  about  the  advice 
of  your  laundry  consultant?  Were  you  advised  to  build  your  own 
laundry,  share  wtih  anoter  hospital,  or  contract  out  the  laundry  ? 

Mr.  Gent.  Yes,  I  shall  shoot  straight  with  the  committee. 

Welbom  Hospital  was  in  need  of  a  laundry ;  in  fact,  our  operations 
man  tells  us  if  we  don't  build  a  new  one  or  do  something  with  it  it  is 
going  to  go  down  the  drain,  soon. 

So,  I  initiated  conversations  between  the  three  hospitals  in  Evans- 
ville  about  the  possibility  of  a  shared  elfort  to  the  extent  of  a 
shared  laundry  built  outside  the  three  hospitals. 

Two  of  the  hospitals  elected  to  go  with  that,  Welborn  and  one  of 
the  other  hospitals.  One  of  the  major  firms  that  do  studies  for  hos- 
pitals in  laundry  did  a  study  for  the  two  of  us  and  we  approached 
it  from  three  points,  Avhich  I  expressed  in  my  testimony. 

One,  whether  we  ought  to  do  it  alone,  or  together,  or  proprietary. 

The  decision  of  the  consulting  organization  was  that  we  should  do 
it  separately.  Now,  in  order  to  back  that  up,  I  guess,  be<'ause  they  had 
specific  reasons,  they  went  through  the  process  of  trying  to  ascertain 
wdiat  it  would  take  to  buy  land  in  the  community  and  to  build  a 
building  and  full}^  equip  it,  and  how  much  that  would  be. 

If  I  recall,  it  was  something  like  $2,100,000  to  buy  the  land,  build 
the  building  and  equip  it.  To'build  a  structure  at  Welborn  Hospital 
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or  renovate  facilities  it  would  take  about  S635,000,  and  the  other  hos- 
pital was  going  to  cost  about  $575,000. 

So,  if  you  add  the  two,  $635,000  and  $575,000  you  get  about  $1,210 
million,  much  less  than  what  it  would  cost  to  go  out  and  buy  the  land, 
build  the  building,  and  equip  it. 

Then  there  Avas  another  factor,  that  it  was  costing  about  18  cents  a 
pound  to  do  laundry  at  Welborn,  and  about  17  cents  at  the  other  hos- 
pital, and  to  amortize  the  new  facility  where  both  are  involved  would 
cost  about  21  cents  a  pound. 

So,  based  on  poundage  costs  in  the  future  and  capital  outlay,  the 
counsulting  people  recommended  that  we  do  it  alone. 

!Mrs.  Keys.  Thank  you.  I  will  share  that  because  it  may  pi'ovide 
some  cost  containment  for  Topeka  hospitals  that  are  involved  in  con- 
sideration of  this  question  now.  Perhaps  they  could  contact  you  about 
their  experience. 

]Mr.  Gext.  ]Mrs.  Keys,  I  have  been  a  Kansas  resident  for  10  years. 
I  am  familiar  with  the  Topeka  situation.  I  was  involved  in  the  sliared 
laundry  question  in  Kansas  City;  and  its  development;  and  its  reality. 

So,  I  know  about  that  situation  there. 

^Irs.  Keys.  Thank  you. 

]\rr.  RosTEXKowsKi.  Mr.  Gent,  thank  you. 

^Ir.  Gext.  Thank  you. 

!Mr.  RosTEXKOwsKi.  Mr.  Fole}^  ? 

[Xo  response.] 

^Ir.  RosTEXKOwSKi.  Without  objection,  the  Chair  will  authorize  the 
statement  of  IMr.  Foley  to  be  entered  into  the  record. 
.   The  committee  will  stand  adjourned  until  9  o'clock  tomorrow 
morning. 

[The  following  was  submitted  for  the  record :] 

Statement  of  State  Senatob  Daniel  J.  Foley  of  Massachusetts 

Mr.  Chairman,  members  of  the  committee,  I  am  Senator  Daniel  J.  Foley,  repre- 
senting the  Worcester  and  Middlesex  districts  of  Massachusetts.  I  am  the  vice 
president  of  the  National  Conference  of  Insurance  Legislators,  and  also  serve  as 
chairman  of  the  Massachusetts  Joint  Legislative  Committee  on  Insurance,  chair- 
man of  the  Massachusetts  Special  Committee  on  Health  Benefits,  and  chairman 
of  the  Massachusetts  Special  Commission  on  Medical  Malpractice.  I  have  also 
been  asked  by  Governor  Michael  S.  Dukakis  to  represent  the  Commonwealth  of 
Massachusetts  at  this  hearing.  My  remarks  are  directed  to  the  subject  of  the 
President's  changes  in  medicare. 

Originally  I  had  planned  to  address  my  remarks  only  to  the  first  four  of  the 
President's  proposals.  However  as  all  six  proposals  reflect  a  serious  financial 
impact  on  both  our  senior  citizens  and  the  Massachusetts  medicaid  program,  I 
have  included  proposals  five  and  six  in  my  remarks. 

First  I  would  like  to  refer  to  the  impact  of  these  proposals  on  our  senior 
citizens.  Recently  in  Massachusetts  the  legislature  mandated  mental  illness  and 
alcoholism  treatment  in  all  health  insurance  policies  issued  in  the  Common- 
wealth. Unfortunately  this  included  those  policies  designed  to  supplement  medi- 
care benefits.  The  newly  mandated  benefits  together  with  inflation  and  the 
rising  costs  of  health  care  resulted  in  an  increase  of  61  jiercent  per  month  in 
the  premium  for  Medex  policies  issued  by  Blue  Cross-Blue  Shield  effective 
January  1,  1976.  As  a  result  Blue  Cross  conducted  a  survey  of  the  impact  of  the 
increased  premium  on  their  renewals.  Based  on  a  1  day  sampling  6  percent  of 
those  senior  citizens  renewing  their  Medex  policies  either  reduced  the  amount 
of  their  coverage  or  cancelled,  stating  they  could  not  afford  the  increased 
premium.  Let  me  explain,  Mr.  Chairman,  Medex  is  the  Blue  Cross  trade  name 
for  their  medicare  supplemental  policy.  Basically  it  pays  the  co-insurance  and 
deductibles  not  covered  by  medicare.  I  have  asked  Massachusetts  Blue  Cross  to 
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have  their  actuaries  prepare  a  projection  of  estimated  premium  increases  if 
President  Ford's  proposals  become  effective.  A  copy  of  the  report  is  appended 
to  my  remarks.  In  essence  Blue  Cross  estimates  an  additional  premium  increase 
of  48  percent  over  and  above  the  61  percent  effected  last  month.  Dollars  and 
■cents  wise  it  means  an  estimated  $70  per  year  increase  to  the  350,000  Massa- 
chusetts senior  citizens  that  buy  medicare  supplemental  coverage.  The  total 
:premium  cost  per  individual  would  be  $209.16  annually. 

For  an  individual  who  does  not  purchase  medicare  supplemental  coverage  he 
or  she  could  possibly  be  required  to  pay  $500  for  hospital  copayments,  $250  for 
physician  copayments  and  a  $77  deductible  for  a  total  of  $827,  under  the  admin- 
istration's proposals.  As  I  stated  earlier,  Massachusetts  Blue  Cross  in  a  sampling 
of  its  Medex  subscribers  found  6  percent  either  canceling  coverage  or  opting 
for  a  reduction  of  benefits  due  to  increased  premiums.  If  this  trend  remains 
constant  nearly  30,000  Massachusetts  senior  citizens  could  in  some  way  be  added 
to  our  medical  assistance  program.  To  increase  the  premium  by  an  additional 
48  percent  to  cover  the  President's  proposals  leaves  no  doubt  in  my  mind  or  in 
the  minds  of  officials  from  the  Massachusetts  Department  of  Public  Welfare, 
that  the  6-percent  cancellation  figure  will  sharply  increase. 

In  fiscal  year  1975  the  Massachusetts  Department  of  Public  Welfare  spent  in 
excess  of  $14  million  to  supplement  the  medicare  program  as  the  present  Federal 
program  falls  far  short  of  the  needs  of  our  citizens.  To  add  another  30,000  or 
more  recipients  w^ouid  certainly  cripple  our  medical  assistance  budget  which  is 
already  a  staggering  $500  million  for  fiscal  year  1976. 

The  substance  of  my  argument  is  that  medicare  beneficiaries  will  shoulder  a 
greater  proportion  of  the  burden  for  the  health  care  services  they  receive.  In 
the  absence  of  an  insurance  program,  they  assume  these  liabilities  themselves. 
Even  with  an  insurance  program,  they  stiil  assume  these  liabilities  in  the  form 
of  higher  premiums  for  their  insurance  coverage.  The  Massachusetts  Blue  Cross- 
Blue  Shield  study  indicates  the  premiums  would  have  to  be  increased  by  a 
staggering  48  percent  to  supplement  these  new  proposed  cuts. 

Mr,  Chairman,  I  have  read  where  Health,  Education,  and  Welfare  oflScials 
have  estimated  the  added  patient  charges  would  save  the  medicare  program 
$1.7  billion,  the  7-percent  limit  on  hospital  increases  under  part  A  per  diem 
charges  and  the  4  percent  limit  on  physicians  increases  under  part  B  would  save 
an  additional  $1.4  billion  for  a  total  estimated  savings  of  $3.1  billion,  which 
incidently  is  just  about  the  amount  of  the  total  Massachusetts  budget.  If  the 
Federal  Government  is  cutting  back  over  $3  billion  in  aid  to  senior  citizens 
under  the  i>olitical  guise  of  budget  cutting  who  is  going  to  pick  up  the  tab  ?  It  is 
going  to  be  the  States  through  their  already  strained  medical  assistance  programs 
or  the  recipients  themselves  either  out  of  pocket,  if  they  have  it,  or  through 
increased  insurance  premiums. 

There  may  be  some  medicare  recipients  who  can  afford  paying  these  deducti- 
bles and  copayments  but  I  am  sure  they  are  few.  In  my  State  we  have  some 
citizens  on  such  a  fixed  income,  they  survive  solely  on  junk  food,  the  fast  food 
hamburger  shacks.  They  barely  exist.  To  thrust  this  added  burden  upon  them 
would  be  unconscionable. 

We  can  all  remember  our  parents  and  grandparents  greatest  fear — the  shame 
of  finishing  their  days  in  the  county  poorhouse.  Let  me  assure  you  the  elderly 
of  today  have  that  same  fear.  By  instituting  those  changes  in  medicare  that 
would  require  these  citizens  to  dip  into  their  meager  savings  for  copayments 
and  deductibles  as  proposed  by  the  administration,  only  make  that  great  fear 
closer  to  a  reality. 

In  my  own  State  of  Massachusetts  w^e  recently  weathered  a  serious  fiscal 
crisis  which  required  a  lot  of  belt-tightening.  We  were  required,  in  addition  to 
other  economies,  to  cut  back  on  certain  benefits  to  our  public  assistance  re- 
cipients. We  in  Massachusetts  elected  to  delete  certain  optional  benefits  such  as 
chiropractic  and  podiatry  services  and  the  like,  rather  than  curtail  benefits  to 
those  needy  who,  due  to  their  advanced  years,  are  more  apt  to  need  medical 
care  than  most  of  our  citizens.  It  is  one  thing  not  to  institute  a  program  but  it 
is  cruel  to  take  away  a  program  once  it  is  being  given. 

This  is  an  election  year,  Mr.  Chairman  and  we  are  all  going  to  hear,  as  we 
have  heard  before,  the  rhetoric  about  helping  those  great  citizens  who  have 
contributed  so  much  to  this  great  Nation,  the  senior  citizens.  It  seems  year  after 
year  the  only  thing  these  people  benefit  by  is  rhetoric. 

In  conclusion  I  can  only  quote  the  distinguished  chairman  when  he  stated 
these  changes  actually  create  a  catastrophe.  I  ask  that  this  committee  take 
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whatever  action  necessary  to  see  that  these  changes  are  not  instituted.  Thank 
you. 


Blue  Cross,  Blue  Shield,  Dental  Service, 

February  5,  1976. 

Subject :  Effect  of  President  Ford's  Proposed  Medicare  Changes  on  Medex 
Premium  Rates  (Reference:  Mr.  Cummings'  Memorandum  of  January  28, 
1976  and  Mr.  Carty's  Memorandum  of  January  22, 1976). 

To  :  L.  A.  Cummings  and  G.  E.  McLean. 

From  :  T.  M.  Harrington. 

CC  :  A.  Carry,  J.  Downs,  D.  Frost,  E.  Strug,  J.  Thompson. 

The  attn.ched  analysis  has  been  supplied  in  answer  to  both  Mr.  Carty's  and 
Mr.  Cummings'  request  for  an  analysis  of  the  effects  of  President  Ford's  pro- 
posed Medicare  changes  on  Medex  premium  rates. 

The  severe  time  restraints  placed  on  the  project  have  precluded  a  thorough 
checking  of  the  computations.  This  will  be  accomplished  after  it  is  released  and 
any  corrections  will  be  made  and  the  study  re-issued. 

The  conclusion  reached  in  that  jSIedex  I  premium  rates  at  the  January  1,  1976 
level  would  have  to  be  increased  by  48.2%  to  absorb  additional  liability  that 
would  be  created  by  President  Ford's  proposed  Medicare  changes. 

Additionally,  Mr.  Cummings  requested  a  comparison  of  the  Medex  rates  for 
January  1976  to  the  prior  level.  The  results  follow  : 


MEDEX  MONTHLY  RATES 


Item                                                            Medex  ! 

Medex  II 

Medex  ill 

Composite  3 

1.  Rates  eflective  Jan.  1,  1976   $11.76 

2.  Rates  in  eflect  prior  to  Jan.  1,  1976                                   7.  30 

$13.  55 
9.  50 

$14.83 
11.30 

$13.92 
10.06 

3.  Dollar  increase.    4.46 

4.  06 

3.53 

3.  86 

42.7 

31.2 

38.4 

•  Composite  values  based  upon  the  Contract  distribution  at  Aug.  31,  1975: 

Percent 
  14. 7 

r'prlpy  II                                                   _  _  -  .    

  36.5 

MPflfiit  III                                                                                                                               48.  8 

 100.0 

Blue  Cross  of  Massachusetts,  Inc. 


Bllt^:  Shield  of  Massachusetts,  Inc. 
(By  T.  M.  Harrington,  Jr.,  H.  Dodyk,  February  5,  1976) 

ANALYSIS  OF  THE  EFFECT  OF  PRESIDENT  FORD'S  PROPOSED   MEDICARE  CHANGES 
ON    MEDEX   PREMIUM  RATES 

The  purpose  of  this  analysis  is  to  provide  information  regarding  the  effect  on 
the  Mas.'^-achusetcs  Medex  I  rate  of  President  Ford's  proposals  to  change  the  Medi- 
care program.  The  calculations  developed  herein  pertain  only  to  those  proposals 
that  vrould : 

1.  Require  hospitalized  medicare  beneficiaries  to  pay  coinsurance  amounts 
equal  to  10  nercent  of  the  hospital  charges : 

2.  Provide  that  no  beneficiary  would  have  to  pay  more  than  $500  in  a  year  in 
such  coinsurance  amounts  (including  the  present  inpatient  hospital  deductible 
of  .n04)  ; 

3.  Raise  the  present  annual  deductible  of  $60  under  part  B  (the  Supplemental 
Medical  Insurance  part  of  medicare)  to  $77  and  increase  the  amount  auto- 
matically in  later  years : 

4.  Provide  that  no  beneficiary  pay  more  than  $250  in  a  year  toward  the  de- 
duc^-ible  and  the  existing  20  percent  coinsurance  amounts  (as  applied  to  medicare- 
determined  reasonable  charges  for  physician  services)  ; 

The  following  assumptions  were  made  in  effecting  this  analysis  : 
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1.  It  was  assumed  that  the  President's  proposals  became  effective  January  1, 
1976  in  order  to  test  their  effect  on  the  January  1,  1976  Medex  I  rate, 

2.  It  was  assumed  that  the  $500  and  $250  upper  limits  are  applicable  only  to 
covered  benefits  as  they  presently  exist  (e.g.  Medicare  would  still  not  provide 
coverage  for  the  91st  through  the  120th  day  of  an  inpatient  hospital  stay  under 
the  President's  proposals). 

Table  1  presents  a  comparison  between  pure  premium  elements  for  hospital 
benefits  supporting  the  current  Medex  I  offering  and  pure  premium  elements 
tor  hospital  benefits  as  they  would  look  under  President  Ford's  proposal.  The 
adjustment  consists  of  eliminating  the  pure  premium  associated  with  the  co- 
payment  liability  from  the  61st  to  the  90th  inpatient  day  and  including  a  pure 
premium  element  for  the  hospital  deductible  plus  daily  coinsurance  of  10%,  which 
in  the  aggregate  is  limited  to  $500  per  year.  Tlie  catastrophic  portion  of  President 
Ford's  proposal  is  designed  to  assume  liability  for  these  items  from  the  501st 
dollar  and  on.  The  difference  in  the  pure  premiums,  as  indicated  at  the  bottom 
of  the  table,  is  approximately  $4.42. 

TABLE  l.-COMPARISON  OF  PURE  PREMIUMS  NECESSARY  TO  SUPPORT  MEDEX  HOSPITAL  BENEFITS  UNDER  THE 
EXISTING  MEDICARE  PROGRAM  AND  THE  REVISED  MEDICARE  PROGRAM 


Itam 


Average 
monthly  pure 
premiums 
underlying  the 
Jan. 1, 1976 
Medex  I  rates  Item 


Average 
monthly  pure 
premiums  for 
Medex  I, 
revised  for 
proposed 
medicare 
changes 


1.  Inpatient  hospital  deductible' 


Copayment  for  the  61st  to  the  90th  in- 
patient hospital  day.i 

Payment  for  the  91st  to  the  120th  in- 
patient hospital  day.i 

Total  -.. 


$2,721   1.  Inpatient  hospital  deductible  plus  10 
percent  patient  coinsurance  (total  pay- 
ments not  to  exceed  $500).2 
.  324  2.  Payment  for  the  91st  to  the  120th  in- 
patient hospital  day.i 

.538 


3.  583 


$7.  464 
.538 

8. 002 


1  Source:  Actuary's  memorandum  supporting  revisions  in  Medex  rates  to  be  effective  on  billing  dates  as  they  occur 
commencing  Jan.  1, 1976,  schedule  I. 

2  Source:  App.  A. 

Note.— Difference— $3.002-$3.583=$4.419. 

Table  2  shows  a  comparison  of  pure  premium  elements  necessary  to  support 
Medex  benefits  for  physician's  services  under  the  existing  Medicare  program 
and  the  President's  proposed  program.  An  adjustment  factor,  explained  in 
Appendix  C,  is  introduced  to  raise  the  current  pure  premiums  to  the  level 
necessary  to  support  a  $77  annual  physician's  deductible  and  20%  patient  coin- 
surance (the  total  beneficiary  payment  not  to  exceed  $250  in  a  year).  The  increase 
in  pure  premium  is  approximately  $.40. 

TABLE  2.— COMPARISON  OF  PURE  PREMIUMS  NECESSARY  TO  SUPPORT  MEDEX  BENEFITS  FOR  PHYSICIAN'S 
SERVICES  UNDER  THE  EXISTING  MEDICARE  PROGRAM  AND  THE  REVISED  MEDICARE  PROGRAM 


Item  Amount  Source 


1.  Physician's  deductible  

2.  Physician's  Co-insurance    — 

3.  Total  pure  premium..    

4.  Adjustment  factor    

5.  Pure  premium  necessary  to  support  the  level  of  benefits  in  the 

proposed  medicare  program. 

6.  Difference  in  pure  premiums   


$3,135   Medex  rate  calculations  at  the  Jan.  1,  1975 
level. 

$2. 844  Do. 


$5,979  Item  1  plus  item  2. 

1.066  Appendix  C. 

$6,374  Item  3  times  item  4. 

$0.  395  Item  5  minus  item  3. 


Table  3  shows  the  calculation  of  total  Medex  I  premium  rates  that  would  be 
necessary  to  support  President  Ford's  proposed  Medicare  program.  The  monthly 
rate  of  $17.43  determined  in  those  calculations  represents  a  48.2%  increase  over 
the  current  Medex  I  rate  of  $11.76. 
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TABLE  3.— CALCUUTION  OF  MONTHLY  MEDEX  1  PREMIUM  RATES 
APPLICABLE  TO  PRESIDENT  FORD'S  PROPOSED  MEDICARE  PROGRAM 


Amount  Source 


1.  Total  monthly  pure  premium;  for  inpatient  hospital  benefits..  $8,002   Table  1. 

2.  Total  monthly  pure  premium  for  physician's  services   $6.  374  Table  2,  item  5. 

3.  Monthly  pure  premium  for  "other  services"  (e.g.  coverage  $0,099  Medex  rate  calculations  at  the  Jan.  1,  1975 

for  health  services  while  abroad.  level,  schedule  I,  item  5. 

4.  Mandated  mental  disorder  benefits    $0.  320   Medex  rate  calculations,  schedule  V,  item  2. 

5.  Total   $14,795   Item  1  plus  item  2  plus  item  3  pius  item  4. 

5.  Expenses  and  reserve  allowance  as  a  percent  of  premium   15.1  Medex  rate  calculations,  schedule  V,  item  4. 

7.  Monthly  pre.tiium  rates   $17.  43  Item  5  divided  by  (1.00-0.151). 


In  conclnsion  the  sum  and  substance  of  these  calculations  indicate  that  Medi- 
care beneficiaries  will  shoulder  a  greater  proportion  of  the  burden  for  the  health 
care  services  thev  receive.  In  the  absence  of  an  insurance  program,  they  assume 
these  liabilities  themselves.  Even  with  an  insurance  program  such  as  Medex 
they  still  assume  these  liabilities  in  the  form  of  higher  premiums  for  their  insur- 
ance coverage.  This  study  indicates  that  premiums  for  Medex  I  would  have  to  be 
increased  approximately  4S<^c  to  meet  these  additional  liabilities. 

Appendix  A 

CALCULATION  OF  V.EDEX  !  PURE  PREMIUMS  NECESSARY  TO  SUPPORT  PATIENT  PAYMENT  OF  AN  INPATIENT 
HOSPITAL  DEDUCTIBLE  PLUS  COINSURANCE  AfviOUNTS  EQUAL  TO  10  PERCENT  OF  THE  HOSPITAL  CHARGES 
(TOTAL  PAYMENTS  NOT  TO  EXCEED  $500) 


Item  Amount  Source 


1.  Inpatient  claim^ncidence  per  100  contracts  per  year  under- 

lying 1976  rates. 

2.  Average  Medex  liability  per  inpatient  clairri..   

3.  ii'edexipure  pren^iums  for  an  inpatient  claim  


28.775   1976  Medex  rate  calculations,  appendix  B, 
p.  3. 

$311.27   Appendix  B. 

$7,454      Item  i  times  item  2  divided  by  1,2G0. 


Appendix  B 

AvER-\GE  Medex  Liability  Pee  Inpatient  Hospital  Claiai 

The  average  Medex  liability  per  claim  is  calculated  as  follows : 
Average  liability  per  claim =Deductible  amount -f  10% 

Length  of  stay  (average  daily  room  and  board  plu5  ancillary  charge)  —Deductible 
amount 

After  the  20th  day  of  an  inpatient  stay  the  S500  limit  would  be  reached  and  the 
3Iedicare  Catastrophic  Plan  would  assume  the  liability  for  any  further  covered 
charges.  Therefore,  the  Medex  liability  for  all  inpatient  stays  longer  than  20  days 
would  be  limited  to  $500. 

By  weighting  the  calculated  Medex  liability  per  claim  by  a  distribution  of 
.^-ngths  of%tayran  average  Medex  liability  of  $311.27  per  claim  results,  as  shown 
in  the  data  taole  below. 

The  deductible  amount  used  in  these  calculations  was  the  same  deductible 
amount  (.$106)  underlying  the  January  1976  Medex  rate  calculations.  This 
value  was  calculated  as  follows  : 

Deductl'ble 

Calendar  year :  amount 

1076   

1977     ^-^ 

The  average  value  for  the  mid-period  of  the  rates  (2/15/76-2/14/77)  is: 

(10.5/12XS104) -f  (1.5/12X$120)  =8106 
The  average  dailv  room  and  board  charge  used  in  the  calculations  is  $120.07  and 
the  average  daily  ancillary  charge  is  $86.05  which  produces  a  total  average  per 


1  (Best  estimate  at  the  time  of  the  Medex  renewal  rate  calculations). 


170 


diem  charge  of  $206.12.  These  figures  were  taken  from  recent  projections  used  in 
a  special  study  that  developed  expectations  for  the  same  mid-period  that  under- 
lies the  1976  Medex  I  rate. 

The  distribution  of  Medicare  claims  by  length  of  stay  was  taken  from  an  H.E.W. 
study  on  file  at  Mass.  Blue  Cross. 

The  data  table  is  as  follows  : 


Length  of  stay  (days) 


1  

2  

3  

4  .    .  . 

5  

6  

7  

8  

9  

10  

11  

12  

13  

14_  

15  

16  to  20. 
21  plus- 


Weighted  average. 


Clsim 
distribution 
(percent) 

Liability 
per  claim 

4.  84 

$116.01 

4.  94 

136.  62 

5.  54 

157.24 

6.  CO 

177.85 

6.  59 

198.46 

6.14 

219.  07 

6.49 

239.  68 

5.64 

260.  30 

5.11 

280. 91 

4.  38 

301.  52 

4.  Gl 

322. 13 

3.  36 

342.  74 

3.  23 

363.  36 

3.21 

383. 97 

2.63 

404.  58 

10.10 

456.  42 

17.79 

500.  00 

ICO.  00 

311.27 

Development  of  Adjustment  Factor  to  Raise  Pure  Premium  for  Physician's 
Services  from  the  Level  of  the  Medicare  Progr^vm  as  it  Currently  Exists 
to  the  Level  of  the  Proposed  Medicare  Program 

Using  a  comparison  of  Meclex  liability  at  the  benefit  level  of  the  proposed 
Medicare  program  to  the  Medex  liability  at  the  benefit  level  of  the  existing  Medi- 
care program,  it  is  possible  to  develop  an  adjustment  factor  applicable  to  pure 
premium  elements  for  physician's  services  as  calculated  for  the  January  1,  1976 
Medex  rates. 

Under  the  existing  Medicare  program,  a  beneficiary  must  first  satisfy  a  $60 
annual  deductible  and  then  pay  20%  of  any  remaining  Medicare  approved 
charges.  These  are  the  liabilities  assumed  by  Medex.  Consequently  for  all  claims, 
(or  accumulation  of  claims)  per  beneficiary  that  are  less  than  $60.  Medex 
assumes  liability  for  the  full  Medicare-determined  charge.  For  all  claims  (or 
accumulation  of  claims)  per  beneficiary  that  are  greater  than  $60,  Medex 
assumes  liability  based  on  the  following  formula  : 

Medex  liabilitv  for  claims  exceeding  the  deductible  amount  ^Deductible  amount 
+20% 

Medicare  determined  charge — ^Deductible  amount 

Under  President  Ford's  proposed  Medicare  program,  a  beneficiary  would  have 
to  satisfy  a  $77  annual  deductible  and  then  provide  a  20%  copayment  of  any 
remaining  Medicare  approved  charges.  These  would  be  the  liabilities  assumed 
by  Medex.  For  all  claims  (or  accumulation  of  claims)  per  beneficiary  that  are 
less  than  $77,  Medex  assumes  liability  for  the  full  Medicare-determined  charge. 
For  all  claims  (or  accumulation  of  claims)  per  beneficiary  that  are  greater  than 
$77.  Medex  incurs  liability  based  on  the  formula  shown  earlier  up  to  a  maximum 
of  $250. 

Based  on  the  above  criteria,  the  Medex  liability  for  the  two  programs  can  be 
determined  according  to  the  calculations  in  the  following  table.  The  distribution 
of  claimants  appearing  in  the  table  was  taken  from  an  HEW  study  on  file  at 
Massachusetts  Blue  Cross. 
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Calculation  ot  Medex  liability 
at  the  $77  oeductible  plus 
Calculation  of  Medex  liability      20  percent  coinsurance  level 
at  the  $60  deductible  plus      with  total  payments  not  to 
20  perce  ■{  coinsurance  level      exceed  $250 


Claimants 

Claimants 

distribution 

distribution 

Stratified  claim  amounts 

Liability  i 

(percent) 

Liability  i 

(percent) 

$0  to  $50   

   $25 

35.6 

$25.  00 

35.6 

$51  to  $50    

  55 

3.6 

55.  00 

3.6 

$60  to  $100  

  64 

14.2 

68.  50 

6.0 

$101  to  $200  

  78 

18.5 

79.  40 

8.2 

$?01  to  $300  

   98 

8.2 

91.60 

18.5 

$301  to  $500  

  128 

7.7 

111.60 

8.2 

$501  to  $1,000  

  1S8 

8.0 

141.60 

7.7 

Sl.OCO  plus  

  298 

4.2 

211.60 

8.0 

250.  00 

4.2 

Weighted  average..  

  80. 646 

100.0 

85.  923 

100.0 

1  The  midvalue  of  each  range  is  us 

ed  in  the  liability  formula  to  determ 

ne  the  Nledex  liability  per  strata. 

Note:  Adjustnaent  factor  equal  $85,929  over  $80,646  equal  1.056. 

[Wliei'oupon,  at  12  'Al  p.m.,  the  committee  adjourned,  to  reconvene 
at  9  a.m..  AVednesday,  February  11, 1976.] 
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PRESIDENT'S  3IEDICARE  PROPOSALS 


WEDNESDAY,  EEBRUARY  11,  1976 

U.S.  House  of  Represextattvtis, 

Subcommittee  ox  Health, 
Committt:e  ox  Wats  axt)  Meaxs, 

Washington^  D.C. 

Tlie  subcommittee  met  at  9  a.m.,  pursuant  to  notice,  in  the  com- 
mittee hearing  room.  Longworth  House  Office  Building,  the  Hon.  Dan 
Eo>tenkow?ki  (chairman  of  the  subcommittee)  presiding. 

]Mr.  Rostexkowskt.  The  committee  will  come  to  order. 

IMr.  SecretaiT,  it  is  with  pleasure  and  I  must  say  with  some  relief 
that  I  welcome  you  here  this  morning.  I  have  never  before  participated 
in  a  legislative  hearing  where  so  little  reliable  information  was  avail- 
able to  so  few  people  about  so  major  a  legislative  proposal.  I  can  assure 
you  that  v\-e  are  all  awaiting  your  presentation  today  with  anticipa- 
tion, not.  I  may  add,  because  of  any  widespread  support  for  the  ad- 
ministration's proposals. 

Indeed,  judging  from  the  unanimous  opposition  of  the  witnesses 
who  have  appeared  so  far,  the  administration  occupies  a  position  of 
splendid  isolation.  Our  anticipation  arises  from  the  hope  that  we  will 
finally  obtain  an  authoritative  statement  of  just  what  the  administra- 
tion is  actually  proposing. 

I  do  want  to  get  to  your  testim^ony  as  cjuickly  as  possible,  Mr.  Sec- 
retary, but  I  Avould  like  to  clarify  briefly  a  couple  of  items  for  the 
record. 

Let  me  first  make  it  clear  to  everyone  that  Secretary  Mathews  was 
invited  to  be  the  leadoff  witness  at  these  hearings  but  the  Secretary 
declined  the  invitation  because  of  overcommitments  and  asked  instead 
to  be  heard  today. 

In  view  of  the  administration's  proposed  effective  date  of  March  of 
this  year  for  its  recommended  new  coinsurance  feature,  I  deemed  it 
essential  to  conduct  these  hearings  without  delay.  In  addition,  I  form- 
ally requested  the  administration  to  provide  detailed  sioeciiications,  or 
a  bill,  on  the  most  current  cost  estimates  to  the  subcommittee  prior  to 
the  beginning  of  these  hearings. 

This  would  have  permitted  witnesses  to  prepare  testimony  that 
would  be  fully  responsive  to  the  administration's  actual  proposal  and 
it  would  have  enabled  the  subcommittee  to  study  the  proposal  in  ad- 
vance of  the  Secretary's  testimony. 

In  fact,  the  Secretary's  testimony  did  not  arrive  until  5  :17  yester- 
day afternoon,  accompanied  only  by  a  brief  non-specific  fact  sheet. 

A  statement  was  released  on  Monday  by  the  White  House  purport- 
ing to  explain  fully  the  proposal.  Additional  information  furnished 

(173) 
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to  the  press  and  then  publicly  released,  was  not  made  available  directly 
to  this  subcommittee. 

We  do  not  as  yet  have  a  bill  or  detailed  cost  estimates  nor  do  ve 
know  when  we  will  o;et  them. 

I  record  these  facts  not  with  rancor  nor  with  criticism.  It  has  been 
apparent  that  the  administration  has  encountered  enormous  difficulty 
in  clarifying  for  itself  what  it  was  to  propose. 

I  do  so  merely  to  keep  the  record  straight  and  to  preclude  any  pos- 
sible misunderstanding  about  the  subcommittee's  readiness  to  consider 
seriously  and  promptly  whatever  the  proposal  turns  out  to  be. 

The  issue  raised  by  any  proposed  change  in  the  structure  of  medicare 
are  too  vital  to  the  aged  citizens  of  our  Nation  and  to  our  whole  health 
care  system  to  be  treated  lightly  or  haphazardly. 

I  suspect  that  the  hopes  of  the  aged  are  now  to  be  dashed  on  the 
rocks  of  the  specific  provisions  of  the  administration's  proposal. 

Mr.  Secretary,  I  believe  Ave  are  now  ready  for  your  testimony. 

STATEMEI^T  OF  HON.  DAVID  MATHEWS,  SECRETAEY  OF  HEALTH, 
EDUCATION,  AND  WELFAEE;  ACGOMPAmEB  BY  STEPHEN  KTJEZ- 
MAN,  ASSISTANT  SECPvETAEY  FOR  LEGISLATION;  JAMES  E. 
CAEDWELL,  COMMISSIONER,  SOCIAL  SECUEITY  ADMINISTRA- 
TION; STUAET  H.  ALTMAN,  DEPUTY  ASSISTANT  SECEETAEY  FOE 
HEALTH  PLANNING  AND  ANALYSIS;  AND  JAMES  F.  DICKSON  III, 
M.D.,  DEPUTY  ASSISTANT  SECEETAEY  FOE  HEALTH 

Secretary  Matiiew^s.  Thank  you  very  much.  Mr.  Chairman,  and  I 
am  delighted  to  be  here  to  be  able  to  give  testimony  that  you  already 
report  is  sadly  lacking  to  the  merits  of  a  very  serious  proposal  that 
would  make  improvements  in  our  medicare  program.  We  are  indeed 
happy  to  have  this  opportunity  to  discuss  with  you  the  President's 
recommendations  for  improvements  in  the  medicare  program. 

I  believe  that  it  is  important  to  discuss  these  proposals  in  the  con- 
text of  several  structural  weaknesses  in  the  medicare  program,  in  par- 
ticular its  failure  to  provide  catastrophic  protection  for  its  bene- 
ficiaries. 

In  his  state  of  the  Union  message,  the  President  stated  that  at  the 
present  tiine,  this  country  cannot  afford  a  universal  federally  man- 
dated national  health  insurance  plan.  He  proposed  instead  several 
much-needed  reforms  of  the  existing  Federal  health  financing  pro- 
grams. The  President  expressed  particular  concern  about  the  lack  of 
protection  for  our  senior  citizens  against  the  catastrophic  costs  of  ill- 
ness. In  his  message  on  aging  on  Monday,  the  President  reiterated 
his  concern  about  the  failure  of  the  medicare  program  to  provide  our 
elderly  v/ith  protection  against  catastrophic  illness  costs.  He  also  ex- 
pressed concern  about  two  other  structural  weaknesses  of  the  medicare 
program :  The  serious  effects  that  health  care  cost  inflation  is  having 
on  the  program ;  and  the  lack  of  incentives  to  encourage  efficient  and 
economical  use  of  hospital  and  medical  services.  The  Medicare  Im- 
provements of  1976,  which  the  President  submitted  to  Congress  this 
week  addresses  each  of  these  problems. 

Rising  health  care  costs  continue  to  be  a  pervasive  problem.  This 
administration  has  on  numerous  occasions  provided  this  subcommittee 
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with  the  disheartening  statistical  details.  Yon  are  awai-e  of  the  nnder- 
lying  structural  characteristics  of  the  health  industry  and  the  reim- 
bursement practices  of  the  Federal  Government  and  other  third- 
party  payors  that  exacerbate  these  inflationary  pressures.  Suffice  it 
.for  me  to  say  that  inflation  in  the  health  care  industry  continues  to 
be  a  major  disruptive  influence  on  both  economic  recovery  and  the  Fed- 
eral budget  deficit  as  well  as  on  consumers  of  medical  care.  Without 
fiirther^control,  we  estimate  that  hospital  per  diem  costs  for  fiscal 
year  1977  will  increase  by  14.5  percent  and  physician  fees  by  10  per- 
cent compared  to  a  6  percent  increase  in  the  overall  cost  of  living. 
Tliese  rates  of  increase  in  health  care  costs  rmder  current  law  would  be 
the  mapor  determinant  of  a  $4.2  billion  of  23  percent  increase  in  medi- 
care outlays  between  fiscal  year  1976  and  fiscal  year  1977.  Without 
restraint,  medicare  outlays  would  rise  nearly  50  percent  from  fiscal 
year  1975  to  fiscal  year  1977,  from  $14.8  billion  to  $21.9  billion. 

In  order  to  contain  these  increases,  the  administration  is  proposing 
legislation  to  limit  medicare  reimbursements  for  increases  in  physi- 
cians* fees  to  4  percent  and  increases  in  hospital  per  diem  costs  to  7  per- 
cent. These  are  temporary  measures  and  are  intended  to  apply  only  for 
'1  years.  During  this  period,  the  department  will  continue  to  study 
alternative  cost  control  methods  and  evaluate  their  feasibility  along 
with  a  more  long-tenn  and  multifaceted  cost  containment  program. 

In  addition,  the  President  has  proposed  several  changes  in  the  medi- 
care benefits  and  cost-sharing  structure.  The  basic  principle  embodied 
in  tiie  President's  cost-sharing  proposals  is  to  provide  a  better  balance 
of  coverage  and  to  promote  efficient  utilization  of  services  by  increas- 
ing initial  cost  shai"ijig  while  at  the  same  time  improving  protection 
for  program  beneficiaries  against  the  costs  of  long-term  and  cata- 
strophic illness. 

As  you  know,  the  medicare  program  is  composed  of  two  parts.  The 
hospital  insurance  (HI)  program  pays  for  hospital,  skilled  nursing 
faciiity  (SXF)  and  liome  health  care  and  is  financed  by  a  0.9-percent 
[payroll  tax  on  employers  and  employees.  The  supplementary  iiiedical 
insurance  (SMI)  program  pays  for  physician  and  other  non-institu- 
tional medical  services  and  isYmanced  through  general-revenue  con- 
ti-ibutions — about  70  percent  of  expenditures — and  a  $6.70 — $7.20  in 
July  1976 — monthly  premium. 

Any  insurance  program  should  provide  increased  protection  against 
unexpected  highly  expensive  e^'ents,  not  expected  or  budgetable 
e\'ents.  Unfortuna'tely,  medicare  and  most  jyi'ivate  health  insurance 
violate  this  insurance  principle.  The  cost-sharing  structure  of  mecli- 
r'are  urogram  is  unbalanced  in  the  wrong  direction.  Under  the  hospital 
insurance  program,  beneficiaries  in  calendar  year  1976  pay  a  $104 
deductible  ^f or  the  first  day  of  hospitalization  and  have  no  further 
cost  sharing  until  the  61st  day.  Since  the  average  beneficiary^  only 
^•tavs  in  the  hospital  about  12  clays,  beneficiaries  and  their  physicians 
have  few  financial  incentives  to  limit  extended  hospitalization  during 
sliort  stays.  On  the  other  hand,  a  beneficiary  with  a  prolonged  hos- 
pital stay  has  most  of  his  cost  sharing  fall  at  the  end  when  he  is  least 
able  to  aifford  it.  In  addition,  a  beneficiary  actually  runs  out  of  covf>red 
l)enefits  after  90  days  per  spell  of  illness  and  a  lifetime  reserve  of 
60  days  so  there  is  ciirrently  no  limitation  on  a  beneficiary's  potential 
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out-of-pocket  liability.  Similarlj^,  benefits  for  SXF  and. home  liealtli 
services  terminate  as  the  course  of  utilization  increases. 

The  administration  is  proposing  to  impose  a  coinsurance  of  10 
percent  on  all  charges  beyond  the  deductible  for  hospital,  SXF,  and 
home  health  services  coupled  vrith  a  maximum  annual  liability  on 
beneficiary  out-of-pocket  expenses  of  $500.  We  are  also  proposmg 
two  major  extensions  of  the  HI  benefit  package.  These  are  removing 
all  length-of-stay  limitations  on  non-psjxhiatric  hospital  and  skilled 
nursing  facility  utilization  (currently  beneficiaries  are  limited  to  100 
clays  of  SNF  care  per  spell  of  illness ) . 

The  change  to  charge-related  coinsurance  will  directly  relate  cost 
sharing  to  the  services  that  the  patient  receives  and  to  the  specific 
institution  that  he  or  she  enters.  Charge-related  reimbui^ement  vvill 
also  encourage  consumer  consciousness  of  both  the  need  for  utiliza- 
tion as  well  as  the  costs.  We  believe  that  these  proposals  can  lead  to 
more  appropriate  utilization  of  costly  institutional  services  and  at  the 
same  time  limit  each  beneficiary's  out-of-pocket  expense  for  hospital 
insurance  services  to  $500  per  year. 

The  President  has  also  recommended  three  changes  in  the  SMI 
cost-sharing  structure.  Under  the  SMI  program,  beneficiaries  now  pay 
a  fixed  annual  $60  deductible  and  a  20-percent  coinsurance  on  all  rea- 
sonable charges  above  the  deductible.  However,  there  is  no  coinsurance 
for  the  charges  of  hospital-based  physicians — radiologists  and  path- 
ologists— and  SMI  home  health  services.  Thus,  to  maintain  consistency 
with  his  cost-sharing  proposal,  the  President  is  recommending  a  10- 
percent  coinsurance  on  the  charges  of  hospital-based  physicians  and 
SMI  home  health  services. 

The  President  has  also  recommended  that  the  SMI  deductible  be 
made  to  increase  in  proportion  to  increases  in  social  security  cash 
benefits.  Under  his  proposal,  the  current  $60  annual  deductible  would 
be  increased  to  $77  in  1977  to  reflect  increases  in  social  security  cash 
benefits  since  the  $60  deductible  was  established  and  would  increase 
in  future  years  in  proportion  to  increases  in  these  benefits.  Under  pres- 
ent law,  both  cash  benefits  and  the  HI  in-patient  hospital  deductible 
increase  each  year  to  reflect  increases  in  the  cost  of  living  and  higher 
hospital  costs,  respectively.  Yet,  the  SMI  deductible  remains  fixed. 
The  dynamic  deductible  proposal  would  more  appropriately  allow  the 
SMI  deductible  to  also  reflect  increases  in  the  cost  of  living  and  medi- 
cal care  prices.  Furthermore,  since  the  deductible  would  increase  in 
proportion  to  increases  in  cash  benefits,  it  would  not  impose  any  rela- 
tive additional  burden  on  the  elderly. 

The  most  significant  of  the  President's  three  SMI  cost-sharing 
changes  is  his  proposal  to  place  a  $250  limit  on  the  out-of-pocket 
expenses  of  beneficiaries  for  all  SMI  services.  Currently,  a  beneficiary's 
potential  SMI  cost-sharing  liability  is  unlimited.  The  President's  pro- 
posal would  assure  that  no  beneficiary  would  be  financially  devastated 
by  prolonged  or  high  medical  expenses  by  limiting  out-of-pocket 
expenses  for  SMI  services  to  $250  per  year. 

I  would  be  remiss  in  my  responsibilities  if  I  did  not  elaborate  on 
the  effects  that  these  policies  will  have  on  our  program  beneficiaries 
and  on  Federal  taxpayers. 

First,  I  would  like  to  say  that  medicare  is  a  medical  insurance  pro- 
gram. It  was  designed  to  protect  beneficiaries  against  acute  illness 
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costs.  Medicare  is  not  a  custodial  care  program  nor  is  it  a  welfare 
program.  The  purpose  of  insurance  by  definition  is  protection  against 
the  unforeseen  and  potentially  financially  devastating  illness.  The 
President *s  proposals  will  help  eliminate  the  fear  and  anxiety  that  our 
elderly  citizens  now  face  over  the  possibility  of  incurrins:  catastrophic 
medical  expenses.  All  25  million  medicare  enrollees  will  have  cata- 
strophic health  inusrance  protection.  This  is  a  protection  that  they 
do  not  now  have  and  generally  cannot  purchase  in  the  private  market 
place. 

Mr.  Chair  man.  these  proposals,  taken  together,  will  reduce  by  one- 
third  the  23-percent  increase  in  spending  that  would  otherwise  be 
required  for  fiscal  year  1977.  We  believe  it  would  be  fiscally  irrespon- 
sponsible  not  to  restrain  such  extraordinary  increases  in  program 
spending.  One  must  bear  in  mind  that  costs  borne  by  the  Government 
will  ultimately  be  paid  by  the  American  taxpayer — and  that  the  medi- 
care hospital  insurance  trust  fund  is  facing  long-range  financing  dif- 
ficulties. Instead,  increased  costs  can  be  shared  or  avoided  by  the 
enrollees  and  health-care  providers  who  benefit  from  the  program. 

In  addition,  the  President  is  proposing  other  measuiTS  to  improve 
our  health  care  financing  structure.  The  Financial  Assistance  for 
Health  Care  Act  will  consolidate  15  categorical  health  bloc  grant 
programs  and  the  medicaid  program  into  a  $10  billion  bloc  grant. 
Its  primary  purpose,  like  the  present  medicaid  program,  is  to  finance 
health  care  for  the  low-income  persons,  including  low-income  medi- 
care beneficiaries.  This  proposal  makes  several  significant  improve- 
ments over  the  current  system.  First,  it  recognizes  that  States  have 
developed  the  capacity,  expertise  and  interest  to  manage  their  own 
liealth  care  systems,  and  by  giving  them  more  responsibility  and 
fiexiljility  we  expect  to  see  more  innovation  and  better  accessibility 
to  health  care  for  all  citizens.  Second,  this  proposal  will  result  in  a 
more  equita])le  distribution  of  Federal  health  dollars  among  States. 
Third,  the  consolidation  of  16  programs  will  reduce  administrative 
costs  and  restrain  growth  of  strangling  overregulatioii. 

I  hope  that  when  this  subcommittee  begins  its  debate  on  national 
health  insui-ance.  the  President's  views  and  his  proposed  reforms  of 
current  Federal  financing  programs  will  be  seriously  considered  and 
adopted.  As  I  stated  earlier,  the  President  feels  that  we  cannot  afford 
national  health  insurance  at  the  present  time.  Hov-ever,  this  adminis- 
tration has  long  recognized  the  desirability  of  providing  better  health 
insurance  protection  for  all  Americans.  The  medicare  improvements 
discussed  today  and  the  other  changes  in  the  health  care  financing 
and  delivery  system  proposed  b}^  the  President  are  an  important  first 
step. 

These  reforms  in  Federal  health  care  financing  are  needed  now 
and  should  not  be  postponed  pending  the  outcome  of  a  potentially 
long  and  protracted  debate  on  national  health  insurance. 

Mr.  Chairman,  with  me  today  are  Commissioner  Cardwell,  of  the 
Social  Security  Administration;  Mr.  Kurzman,  Assistant  Secretary 
for  Legislation:  Dr.  Dickson  of  the  Office  of  the  Assistant  Secretary 
for  Health ;  and  Dr.  Stuart  Altman  of  our  Planning  Office.  We  would 
individually  and  collectively  be  pleased  to  answer  any  questions  that 
your  committee  has. 

[Attachments  to  the  prepared  statement  follow  :] 
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The  White  House, 

February  9, 1916. 

To  the  Congress  of  the  United  States: 

I  ask  the  Congress  to  join  with  me  in  making  improvements  in  programs 
serving  the  elderly. 

As  President,  I  intend  to  do  everything  in  my  power  to  help  our  nation  demon- 
strate by  its  deeds  a  deep  concern  for  the  dignity  and  worth  of  our  older  persons. 
By  so  doing  our  nation  v^^ll  continue  to  benefit  from  the  contributions  that  older 
persons  can  make  to  the  strengthening  of  our  nation. 

The  proposals  being  forwarded  to  Congress  are  directly  related  to  the  health 
and  security  of  older  Americans.  Their  prompt  enactment  will  demonstrate  our 
concern  that  lifetimes  of  sacrifice  and  hard  work  conclude  in  hope  rather  than 
despair. 

The  single  greatest  threat  to  the  quality  of  life  of  older  Americans  is  infla- 
tion. Our  first  priority  continues  to  be  the  fight  against  infiation.  We  have  been 
able  to  reduce  by  nearly  half  the  double  digit  inflation  experienced  in  1974.  But 
the  retired,  living  on  fixed  incomes,  have  been  particularly  hard  hit  and  the 
progress  we  have  made  in  reducing  inflation  has  not  beneflted  them  enough.  We 
will  continue  our  efforts  to  reduce  federal  spending,  balance  the  budget,  and 
reduce  taxes.  The  particular  vulnerability  of  the  aged  to  the  burdens  of  inflation 
however,  requires  that  specific  improvements  be  made  in  two  major  Federal 
programs.  Social  Security  and  Medicare. 

We  must  begin  by  insuring  that  the  Social  Security  system  is  beyond  chal- 
lenge. Maintaining  the  integrity  of  the  system  is  a  vital  obligation  each  genera- 
tion has  to  those  who  have  worked  hard  and  contributed  to  it  all  their  lives. 
I  strongly  reaflirm  my  commitment  to  a  stable  and  financially  sound  Social 
Security  system.  My  1977  budget  and  legislative  program  include  several  ele- 
ments which  I  believe  are  essential  to  protect  the  solvency  and  integrity  of  the 
system. 

First,  to  help  protect  our  retired  and  disabled  citizens  against  the  hardships 
of  infiation,  my  budget  request  to  the  Congress  includes  a  full  cost  of  living 
increase  in  Social  Security  benefits,  to  be  eft'ective  with  checks  received  in  July 
1976.  This  will  help  maintain  the  purchasing  power  of  32  million  Americans. 

Second,  to  insure  the  financial  integrity  of  the  Social  Security  trust  funds,  I 
am  proposing  legislation  to  increase  payroll  taxes  by  three-tenths  of  one  percent 
each  for  employees  and  employers.  This  increase  will  cost  no  worker  more  than 
SI  a  week,  and  most  will  pay  less.  These  additional  revenues  are  needed  to 
stabilize  the  trust  funds  so  that  current  income  will  be  certain  to  either  equal 
or  exceed  current  outgo. 

Third,  to  avoid  serious  future  financing  problems  I  will  submit  later  this 
year  a  change  in  the  Social  Security  laws  to  correct  a  serious  fiaw  in  the  current 
system.  The  current  formula  which  determines  benefits  for  workers  who  retire  in 
the  future  does  not  properly  reflect  wage  and  price  fiuctuations.  This  is  an  in- 
advertent error  which  could  lead  to  unnecessarily  inflated  benefits. 

The  change  I  am  proposing  will  not  affect  cost  of  living  increases  in  beneflts 
after  retirement,  and  will  in  no  way  alter  the  benefit  levels  of  current  recipients. 
On  the  other  hand,  it  will  protect  future  generations  against  unnecessary  costs 
and  excessive  tax  increases. 

I  believe  that  the  prompt  enactment  of  all  of  these  proposals  is  necessary  to 
maintain  a  sound  Social  Security  system  and  to  preserve  its  financial  integrity. 

Income  security  is  not  our  only  concern.  We  need  to  focus  also  on  the  special 
health  care  needs  of  our  elder  citizens.  Medicare  and  other  Federal  health 
programs  have  been  successful  in  improving  access  to  quality  medical  care  for 
the  aged.  Before  the  inception  of  Medicare  and  Medicaid  in  1966,  per  capita 
health  expenditures  for  our  aged  were  $445  per  year.  Just  eight  years  later,  in 
FY  1974,  per  capita  health  expenditures  for  the  elderly  had  increased  to  $1218, 
an  increase  of  174  percent.  But  despite  the  dramatic  increase  in  medical  services 
made  possible  by  public  programs,  some  problems  remain. 

There  are  weaknesses  in  the  Medicare  program  which  must  be  corrected.  Three 
particular  aspects  of  the  current  program  concern  me:  1)  its  failure  to  provide 
our  elderly  with  protection  against  catastrophic  illness  costs,  2)  the  serious 
effects  that  health  care  cost  inflation  is  having  on  the  Medicare  program,  and 
3)  lack  of  incentives  to  encourage  efiicient  and  economical  use  of  hospital  and 
medical  services.  My  proposal  addresses  each  of  these  problems. 

In  my  State  of  the  Union  Message  I  proiX)sed  protection  against  catastrophic 
health  expenditures  for  Medicare  beneficiaries.  This  will  be  accomplished  in  two 


179 


ways.  First,  I  propose  extending  Medicare  benefits  by  providing  coverage  for 
unlimited  days  of  hospital  and  skilled  nursing  facility  care  for  beneficiaries. 
Second,  I  propose  to  limit  the  out-of-pocket  expenses  of  beneficiaries,  for  covered 
services,  to  $500  per  year  for  hospital  and  skilled  nursing  services  and  $250  per 
year  for  physician  and  other  non-institutional  medical  services. 

This  will  mean  that  each  year  over  a  billion  dollars  of  benefit  payments  will 
be  targeted  for  handling  the  financial  burden  of  prolonged  illness.  Millions  of 
older  iJersons  live  in  fear  of  being  stricken  by  an  illness  that  will  call  for  expen- 
sive hospital  and  medical  care  over  a  long  period  of  time.  Most  often  they  do 
not  have  the  resources  to  pay  the  bills.  The  members  of  their  families  share 
rheir  fears  because  they  also  do  not  have  the  resources  to  pay  such  large  bills. 
We  have  been  talking  about  this  problem  for  many  years.  We  have  it  within 
our  power  to  act  now  so  that  today's  older  persons  will  not  be  forced  to  live 
under  this  kind  of  a  shadow.  I  urge  the  Congress  to  act  promptly. 

Added  steps  are  needed  to  slov\-  down  the  inflation  of  health  costs  and  to  help 
ill  the  financing  of  this  catastrophic  protection.  Therefore,  I  am  recommending 
that  the  Congress  limit  increases  in  medicare  payment  rates  in  1977  and  1978 
to  79c  a  day  for  hospitals  and  4%  for  physician  services. 

Additional  cost-sharing  provisions  are  also  needed  to  encourage  economical 
use  of  the  hospital  and  medical  services  included  under  Medicare.  Therefore,  I 
am  recommending  that  patients  pay  10%  of  hospital  and  nursing  home  charges 
after  the  first  day  and  that  the  existing  deductible  for  medical  services  be 
increased  from  $60  to  $77  annually. 

The  savings  from  placing  a  limit  on  increases  in  medicare  payment  rates 
and  some  of  the  revenue  from  increased  cost  sharing  will  be  used  to  finance  the 
cata.strophic  illness  program. 

I  feel  that,  on  balance,  these  proposals  will  provide  our  elder  citizens  with 
lu'otection  against  catastrophic  illness  costs,  promote  efficient  utilization  of 
<ervice.s,  and  moderate  the  increases  in  health  care  costs. 

The  legislative  proposals  which  I  have  described  are  only  part  of  the  over- 
all effort  we  are  making  on  behalf  of  older  Americans.  Current  conditions  call 
for  continued  and  intensified  action  on  a  broad  front. 

We  have  made  progress  in  recent  years.  We  have  responded,  for  example,  to 
recommendations  made  at  the  1971  White  House  Conference  on  Aging.  A  Sup- 
plement-al  Security  Income  program  was  enacted.  Social  Security  benefits  have 
been  increased  in  accord  with  increases  in  the  cost  of  living.  The  Social  Security 
retirement  test  was  liberalized.  Many  inequities  in  payments  to  women  have 
been  eliminated.  The  35  million  workers  who  have  earned  rights  in  private 
pension  plans  now  have  increased  protection. 

In  addition  we  have  continued  to  strengthen  the  Older  Americans  Act.  I  have 
supported  the  concept  of  the  Older  Americans  Act  since  its  inception  in  1965, 
and  the  last  November  signed  the  most  recent  amendments  into  law. 

A  key  component  of  the  Older  Americans  Act  is  the  national  network  on 
aging  which  provides  a  solid  foundation  on  which  action  can  be  based.  I  am 
pleased  that  we  have  been  able  to  assist  in  setting  up  this  network  of  56  State 
and  489  Area  Agencies  on  aging,  and  700  local  nutrition  agencies.  These  local 
nutrition  agencies  for  example  provide  300,000  hot  meals  a  day  five  days  a  week. 

The  network  provides  a  structure  which  can  be  used  to  attack  other  important 
]»roblems.  A  concern  of  mine  is  that  the  voice  of  the  elderly,  as  consumers,  be 
heard  in  the  governmental  decision-making  process.  The  network  on  aging  offers 
oi)portunities  for  this  through  membership  on  advisory  councils  related  to  State 
and  Area  Agencies  on  Aging.  Xutrition  Project  Agencies  and  by  participation  in 
public  hearings  on  the  annual  State  and  Area  Plans.  Such  involvement  can  and 
will  have  a  significant  impact  on  determining  Avhat  services  for  the  aging  are 
to  be  given  the  highest  priorities  at  the  local  level. 

The  principal  goal  of  this  National  Network  on  Aging  is  to  bring  into  being- 
coordinated  comprehensive  systems  for  the  provision  of  service  to  the  elderly 
at  the  community  level.  I  join  in  the  call  for  hard  and  creative  work  at  all 
levels — Federal,  State  and  Area  in  order  to  achieve  this  objective.  I  am  confident 
that  progress  can  be  made. 

Toward  this  end,  the  Administration  on  Aging  and  a  number  of  Federal 
Departments  and  agencies  have  signed  agreements  which  will  help  to  make 
available  to  older  persons  a  fair  share  of  the  Federal  funds  available  in  such 
areas  as  housing,  transix)rtation.  social  services,  law  enforcement,  adult  educa- 
tion and  manpower — resources  which  can  play  a  major  role  in  enabling  older 
persons  to  continue  to  live  in  their  own  homes. 
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Despite  these  efforts,  however,  five  percent  of  our  older  men  and  women 
require  the  assistance  provided  by  skilled  nursing  homes  and  other  long-term  care 
facilities.  To  assist  these  citizens,  an  ombudsman  process,  related  solely  to  the 
persons  in  these  facilities,  is  being  put  into  operation  by  the  National  Network 
on  Aging,  We  believe  that  this  program  will  help  to  resolve  individual  com- 
plaints, facilitate  important  citizen  involvement  in  the  vigorous  enforcement  of 
Federal,  State  and  local  laws  designed  to  improve  health  and  safety  standards, 
and  to  improve  the  quality  of  care  in  these  facilities. 

Today's  older  persons  have  made  invaluable  contributions  to  the  strengthening 
of  our  nation.  They  have  provided  the  nation  with  a  vision  and  strength  that  has 
resulted  in  unprecedented  advancements  in  all  of  the  areas  of  our  life.  Our 
national  moral  strength  is  due  in  no  small  part  to  the  significance  of  their  con- 
tributions. We  must  continue  and  strengthen  both  our  commitment  to  doing 
everything  we  can  to  respond  to  the  needs  of  the  elderly  and  our  determination 
to  draw  on  their  strengths. 

Our  entire  history  has  been  marked  by  a  tradition  of  growth  and  progress. 
Each  succeeding  generation  can  measure  its  progress  in  part  by  its  ability  to 
recognize,  respect  and  renew  the  contributions  of  earlier  generations.  I  believe 
that  the  Social  Security  and  Medicare  improvements  I  am  proposing,  when  com- 
bined with  the  action  programs  under  the  Older  Americans  Act,  will  insure  a 
measure  of  progress  for  the  elderly  and  thus  provide  real  hope  for  us  all. 

Gerald  R.  Ford. 


The  President's  Message  on  Older  Americans 

The  President's  message  to  Congress  today  referred  to  two  proposals  dealing 
with  income  and  health  security  for  the  aged  and  stated  his  continuing  support 
for  programs  delivering  services  to  the  elderly  under  the  Older  Americans  Act. 

I.  social  security  amendments  of  1976 

To  assist  in  protecting  the  financial  integrity  of  the  Social  Security  system, 
the  President  is  proposing  to  increase  the  Social  Security  Old  Age,  Survivors  and 
Disability  Insurance  (OASDI)  tax  rate  by  0.3  percent  each  for  employers  and 
employees,  and  by  0.9  percent  for  the  self-employed,  beginning  January  1,  1977. 
This  increase  would  be  divided  between  the  OASI  trust  fund,  which  would  re- 
ceive 0,175  percent,  and  the  DI  trust  fund,  which  would  receive  0.125  percent. 

In  addition,  provisions  are  included  to  phase  out  benefits  for  18-22  year  old 
full-time  students,  to  change  the  Social  Security  retirement  test  from  a  limit  on 
monthly  earnings  to  a  limit  on  annual  earnings  with  no  change  in  the  amounts 
involved,  and  to  eliminate  the  payment  of  monthly  Social  Security  benefits  for 
the  months  before  a  person  files  a  claim  if  future  monthly  benefits  would  be 
permanently  reduced  as  a  result. 

Background 

The  Old  Age,  Survivors  and  Disability  Insurance  (OASDI)  trust  funds  are 
paying  out  more  in  benefits  than  their  current  payroll  tax  receipts.  This  is  largely 
due  to  increased  benefits  in  the  past  few  years  and  payroll  tax  receipts,  which 
have  lagged  because  of  unemployment  and  slowed  wage  growth. 

In  1975,  the  expenditures  of  the  OASDI  program  exceeded  income  to  the  pro- 
gram by  $1.8  billion.  Outgo  is  expected  to  exceed  income  by  more  than  $4  billion 
in  1976.  Under  present  tax  rates,  the  OASDI  funds  will  continue  to  pay  out  more 
than  they  take  in  in  all  subsequent  years  until  they  are  exhausted  in  the  1980's. 

At  present,  it  is  possible  to  make  up  the  shortfall  in  income  by  spending  assets 
of  the  trust  funds.  Additional  income  is  needed  within  the  next  few  years,  how- 
ever, to  prevent  the  trust  fund  assets  from  falling  below  an  acceptable  level — 
and  ultimately  being  exhausted. 

The  following  table  illustrates  the  projected  status  of  the  combined  OASDI 
trust  funds  under  two  different  sets  of  economic  assumptions  if  no  additional 
revenue  is  provided  to  the  funds : 
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STATUS  OF  OASDI  TRUST  FUNDS-PRESENT  LAW 
[Dollars  in  biliionsj 


1977   budget  assumptions 

Assets 
beginning 
of  year  as 
percent  of 
Income       outgo  during 
minus  outgo  year 


1975  social  security  trustees 
report  assumptions 

Assets 
beginning 
of  year' as 
percent  of 
Income        outgo  during 
minus  outgo  year 


Calendar  year: 

1977  

1978  

1979  

1980  

19SL  


$4.1 
-4.3 
-3.4 
-2.6 
-2.0 


$5.0 
-5.8 
-6.2 
-7.0 
-9.0 


To  prevent  the  rapid  decline  of  the  Social  Security  trust  funds  over  the  next 
few  years,  the  choices  are  either  to  restrain  increases  in  retirement  and  dis- 
ability benefits  or  to  increase  revenues. 

Description  of  program 

The  President  has  included  a  full  cost  of  living  increase  in  Social  Security 
benefits  in  his  FY  1977  budget.  To  improve  the  future  financial  stability  of  the 
Social  Security  system,  the  President  proposed,  effective  January  1,  1977,  a  pay- 
roll tax  increase  of  0.3  percent  each  for  employees  and  employers  of  covered 
wages.  Also,  the  OASDI  tax  rate  for  the  self-employed  would  be  restored  to  a 
level  equal  to  l^o  times  the  employee  rate. 

The  current  Social  Security  tax  rate  is  5.85  percent  for  each  employee  and  em- 
ployer of  covered  wages.  Under  this  proposal,  the  tax  rate  in  1977  would  be  6.15 
percent  on  a  maximum  wage  base  of  $16,500.  This  increase  will  cost  workers  with 
the  maximum  taxable  income  less  than  $1  a  w^eek  and  will  help  stabilize  the  trust 
funds  so  that  current  and  future  recipients  can  be  assured  of  tlie  benefits  that 
they  have  earned. 

The  following  table  shows  the  Social  Security  tax  rates  for  employees  and  em- 
ployers each  under  present  law  and  under  the  proposal.  It  includes  the  Medicare 
Hospital  Insurance  (HI)  tax  in  order  to  shovv^  the  effect  of  the  proposal  on  total 
Social  Security  tax  rates. 

SOCIAL  SECURITY  TAX  RATES 
[In  percent] 


Present  law 


Proposal 


OASDI 

HI 

Total 

OASDI 

HI 

Total 

Calendar  year: 

1976   

4.95 

0.9 

5.85 

4.95 

0.9 

5.85 

1977  

4.95 

.9 

5.85 

5.25 

.9 

6.15 

1978-80  

4.95 

1.1 

6.05 

5.25 

1.1 

6.35 

1981-85.  

4. 95 

1.35 

6.30 

5.25 

1.35 

6.60 

1986-2010...  

4.95 

1.50 

6.45 

5.25 

1.50 

6.75 

2011  plus  

5.95 

1.50 

7.45 

6.25 

1.50 

7.75 

The  following  table  shows  the  additional  income,  over  what  would  be  pro- 
duced by  present  law  tax  rates,  and  the  ratios  of  trust  fund  assets  to  outgo  that 
would  result  from  the  proposed  0.3  percent  rate  increase.  For  purposes  of  com- 
parison, the  information  is  shown  on  the  basis  of  the  economic  assumptions  used 
in  the  1977  budget  and  also  on  the  basis  of  the  earlier  assumptions  used  in  the 
1975  Social  Security  Board  of  Trustees'  Report. 
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COST  EFFECT  OF  0.3  PERCENT  INCREASE 
[Dollars  in  bililons] 


1977  budget  assumptions  1975  trustees, assumptions 


Assets  Assets 

beginning  of  beginning  of 

year  as  percent  of  year  as  percent  of 

Additional  income    outgo  during  year  Additionalincome     outgo  during  year 

Calendar  year:  ~~~~ 


1977   $1.4  46  $4.4  44 

1978   5.2  41  5.2  39 

1979   5.9  39  5.7  35 

1980   6.5  38  6.3  34 

1981   7.1  40  6.9  32 


The  effect  of  the  proposal  on  taxes  paid  by  employers  and  employees  is  at 
maximum  an  increase  of  less  than  $1  per  week.  The  following  table  shows  the 
taxes  paid  by  emx>loyees  at  various  earnings  levels  in  1976  and  the  amounts  they 
would  pay  in  1977  under  present  law  and  under  the  proposal. 

SOCIAL  SECURITY  TAXES  FOR  EMPLOYERS  AND  EMPLOYEES,  EACH,  UNDER  PRESENT  LAW  AND  UNDER  THE 

PROPOSAL 


1977 


Year's  in- 
crease over 

1976      Present  law         Proposal       present  law 


Earnings  level: 

$5,000    $292.50  $292.50  $307.50  $15.00 

$7,500.     438.75  438.75  461.25  22.50 

$10,000-     585.00  585.00  615.00  30.00 

Maximum  1     895.05  965.25  1,014.75  49.50 


1  $15,300  for  1976;  projected  to  increase  automatically  under  present  law  to  $16,500  for  1977  under  1977  budget 
assumptions. 

The  following  table  shows  the  Social  Security  tax  rates  for  OASDI  for  eiu- 
ployees  and  employers,  each,  and  for  the  self-employed  under  the  present  law 
and  under  the  proposal. 

[In  percent] 


Calendar  year: 

1976  

1S77  

1978-80_- 
1981-85... 
1986-2010. 
2011  plus. 


Employees  and  employers 

(each)  Self-employed 


Present  Present 

law         Proposal  law  Proposal 


4.95  4.95  7  7.9 

4.95  5.25  7  7.9 

4.95  5.25  7  7.9 

4.95  5.25  7  7.9 

4.95  5.25  7  7.9 

5.95  6.25  7  9.4 


Tlie  following  table  shows  present  and  proposed  allocation  to  the  DI  trust 
fund  for  employees  and  employers  combined  and  for  the  self-employed. 

[in  percent] 

Employees  and  employers, 

combined  Self-employed 

Present  law         Proposal     Present  law  Proposal 


Calendar  year:  „  ^  , 

1977  1.15  1.40  0.815  1.055 

1978-80::::::;:::::::::::::::::::::::::::::::::  1.20  1.45  .850  1.090 

1981-85  1.30  1.55  .920  1.165 

1986-2010.  -   1.40  1.65  .990  1.240 

2011  plus    1.70  1.95  1.000  1.465 
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Cost  effect 

The  foUowiEg  table  shows  the  additional  income,  over  what  would  be  produced 
y  present  law  tax  rates,  that  would  result  from  the  proposed  0.3  percent  rate 
increase,  on  the  basis  of  the  economic  assumptions  used  in  the  1977  budget. 

Ad-ditional  income 
as  a  result  of 

,      ,  0.3  percent  increase 

C alendar  year  :  {bHUons) 

^ ::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::  1:  ? 

  6  o 

if^o  :  :::::::::::::::::  7:  b 

19S1    7.7 

1077-Sl   31.2 

Tlie  following  table  shows  the  yearly  increase  under  the  proposed  0.9  percent 
rate  increase  for  the  self-employed  on  the  basis  of  the  economic  assumptions  used 
in  the  FY  1977  budget. 

OASDHi  TAXES  FOR  THE  SELF-EMPLOYED  UNDER  PRESENT  LAV.'  AND  UNDER  A  PROPOSAL  TO  INCREASE  THE  RATE 
TO  1.5  TIMES  THE  EMPLOYEE  RATE 


1977 


Increase  over 
Present  present 
1976  law         Proposal  law 


Earnings  level: 

$5,000    $395.00  $395.00  S440  $45.00 

S7,500   592.50  592.50  660  67.50 

$10,000      790.00  790.00  880  90.00 

Maximum  L..    1,208.70  1,303.50  1,452  148.50 


>  $15,300  for  1976;  projected  to  increase  automatically  to  $16,500  for  1977  under  1977  budget  assumptions. 
Other  provisions  include  : 

Phasing  ont  Social  Security  benefits  for  students  aged  18--22  who  are  in 
sc-h(jol  full  time.  The  pha.se  out  would  occur  over  4  years  so  that  no  student 
now  r€'ceiving  L»enefits  would  be  eliminated.  Federal  student  grant  and  loan 
programs  and  other  student  assistance  programs  enacted  since  the  student 
benefit  was  included  in  the  Social  Security  Act  provide  and  make  available  a 
wide  range  of  funds  for  educational  support.  Savings  to  the  Social  Security 
system  from  this  phase  out  are  approximately  8300  million  in  FY  1977. 

'.'hanging  the  S«x-ial  Security  retirement  test  from  a  limit  on  monthly  earn- 
ings to  a  limit  on  annual  earnings  with  7io  change  in  the  amounts  involved. 
This  change  would  eliminate  current  inequitable  treatment  for  those  who  re- 
ceive earnings  in  some  months  but  not  in  others,  as  opposed  to  those  who 
receive  comparable  earnings  spread  equally  in  each  month. 

Eliminating  the  payment  of  monthly  Social  Security  benefits  for  the  months 
before  a  person  files  a  claim  if  future  monthly  benefits  would  be  permanently 
reduced  as  a  result.  Faced  with  a  choice  between  a  large  lump-sum  payment 
and  a  reduction  of  future  benefits,  beneficiaries  in  many  cases  prejudice  their 
longer  run  incme.  This  result  is  considered  inconsistent  with  the  ptirposes 
of  the  Soc:  '  -       iry  Act. 

II.  MEDICAEE  IMPEOVEilENTS  OF  19  76 

The  President  is  proposing  significant  modifications  in  the  Federal  Medicare 
prrtgram  to  provide  catastrophic  health  cost  protection  to  Medicare  bene- 
ficiaries, changes  in  cost  sharing  requirements,  and  limits  on  the  anntial  cost 
increases  which  will  be  reimbursed  by  Medicare. 

BooJcf/round 

The  Nation's  health  care  system  continues  to  be  one  of  the  most  inflationary 
ser-tors  of  the  economy.  Hospital  costs  have  risen  by  more  than  200  percent  since 
]0f;.5  (from  j540/day  to  8128/day"),  and  physicians'  fees  have  risen  more  than 
riercent  in  the  same  period.  Both  rates  of  increase  are  significantly  higher 
than  the  corresponding  increases  in  the  consumer  price  index. 
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Medicare  is  a  major  component  of  Federal  health  spending.  It  provides 
protection  to  more  than  24  million  aged  and  disabled  Americans,  and  is  expected 
to  pay  out  more  than  $17  billion  for  health  care  in  1976.  However,  Medicare 
has  several  failings — it  does  not  provide  protection  against  the  catastrophic 
financial  burden  of  extended  illness,  and  it  does  not  include  adequate  restraints 
on  the  increases  in  the  costs  of  health  care. 

For  hospital  care,  Medicare  currently  pays  nothing  for  the  first  day,  100 
percent  of  costs  from  the  2nd  through  the  60th  day,  a  reduced  percentage 
through  the  150th  day,  and  nothing  at  all  after  that.  This  pattern  serves  to 
lengthen  short-term  hospital  stays,  but  can  lead  to  financial  ruin  for  persons 
suffering  serious,  extended  illness.  Medicare  also  requires  a  $60  deductible  and 
co-payenmts  of  20  percent  for  physicians'  services.  Since  there  is  no  annual 
maximum,  this  provision  contributes  to  the  financial  burden  of  catastrophic 
health  costs. 

An  additional  problem  with  Medicare  is  that  it  contains  inadequate  mecha- 
nisms to  control  health  inflation.  Like  most  health  insurance  plans,  it  reim- 
burses largely  on  the  basis  of  actual  costs  or  customary  charges  giving  providers 
insufficient  cause  to  seek  to  limit  cost  increases. 

Description  of  program 

The  major  elements  of  the  proposed  Medicare  Improvements  of  1976  are  the 
following: 

A.  Catastrophic  cost  protection  for  health  care 

For  the  first  time,  Medicare  beneficiaries  would  be  provided  protection  against 
catastrophic  health  costs  by  limiting  the  amounts  an  individual  must  pay 
annually  to  $500  for  covered  hospital  and  nursing  home  care  and  $250  for 
covered  physicians'  services.  These  limits  will  be  allowed  to  increase  in  future 
years  in  proportion  to  increases  in  cash  benefits. 

B.  Cost  sharing  modifications 

Hospital  Costs  {Part  A). — Part  A  benefits  would  be  expanded  to  provide 
unlimited  hospital  and  skilled  nursing  facility  (SNF)  days.  Under  this  proposal, 
beneficiaries  would  be  required  to  pay  a  deductible  for  the  first  day  of  a  hospital 
stay  (as  under  current  law),  and  10  percent  of  additional  charges  up  to  an 
annual  maximum  of  $500  for  all  covered  Part  A  services. 

Physicians'  Services  {Part  B). — This  proposal  would  increase  the  current  an- 
nual deductible  of  $60  to  $77  and  maintain  the  existing  co-payment  of  20  percent 
for  physicians'  services.  However,  it  would  institute  a  maximum  of  $250  a 
year.  The  deductible  would  increase  with  Social  Security  benefit  increases.  It 
would  also  establish  a  coinsurance  of  10  percent  of  all  charges  above  the  de- 
ductible for  all  hospital-based  physician  and  Part  B  home  health  charges. 

C.  Reimtursement  limits 

Annual  Medicare  reimbursement  increases  would  be  limited  to  7  percent  for 
Part  A  provided  per  diem  or  per  visit  costs  and  4  percent  for  physicians'  serv- 
ice charges  in  1977  and  1978. 


DETAILED  EXPLANATION 


A.  CATASTROPHIC  PROTECTION 


Service 


Current  law 


President's  proposal 


Pt.  A. 


No  maximum  liability  limit  on  out-of-  $500  annual  maximum  liability  limit  for 
pocket  expenses  for  covered  serv-  all  covered  services  in  1976  and  1977, 
ices.  increased  in  future  years  in  proportion 


Pt.  B. 


.do...  $250  annual  maximum  liability  limit  for 


to  increases  in  cash  benefits.  All  out- 
of-pocket  expenses  ncurred  in  tlie  last 
month  of  calendar  year  can  be  carried 
forward  to  next  year. 


all  covered  services  In  1977,  increased 
in  future  years  in  proportion  to  in- 
creases in  cash  benefits.  Same  1  mo 
carryover  as  Pt.  A.  Out-of-pocket 
expenses  for  charges  in  excess  of 
reasonable  charges  do  not  count  to- 
ward the  maximum  liability  limit. 
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B.  BENEFIT  PACKAGE 


1.  MEDICARE  PT.  A 


(a)  Hospital  days  (except  in  psychi-  90  days  per  benefit  period  plus  60  days   Unlimited  days 
r,  ^*u^^  hospitals).  of  life-time  reserve. 

(b)  Psychiatric  hospital  days...   190  lifetime  days  .  Same  as  current  law 

c)  Skilled  nursingfacility  (SNF)  days.  100  days  per  benefit  period::;::::::;-  UnlimiSd  days 

(d)  Posthospital  home  health  visits...  100  visits  per  benefit  period  following  100  visits  in  year  following  hospital  or 
2.  MEDICARE  PT.  B  hospital  or  SNF  discharge.  SNF  discharge. 

No  change  in  current  coverage  which 
has  no  upper  limits  on  most  covered 
services. 

Home  health  services  would  continue 
to  be  limited  to  100  visits  per  year 
and  outpatient  psychiatric  services 
to  no  more  than  $500  of  reasonable 
charges  per  year  and  out-patient 
physical  therapy  services  provided 
by  a  self-employed  therapist  to  no 
more  than  $100  in  reasonable 
charges  per  year. 


C.  COST  SHARING 


1.  MEDICARE  PT. 
(a)  Hospital  services: 

Deductible  


Coinsurance. 


---  $104  for  initial  hospitalization  in  each 

benefit  period  beginning  in  1976 
(based  on  average  daily  hospital 
costs  in  1974)  and  rising  annually  to 
reflect  increases  in  hospital  costs. 

  An  amount  equal  to  H  of  the  deductible 

for  days  61  to  90  in  a  benefit  period 
and  Yz  of  the  deductible  for  the  60 
lifetime  reserve  days. 

  None...     

Coinsurance  None  for  the  1st  20  days.  An  amount 

equal  to  v«  of  the  hospital  deductible 
for  days  21  to  100. 

(c)  Home  Health  Services: 

Deductible    None  

Coinsurance.  .do     

(d)  Blood:  Deductible   3  pints  per  benefit  period  


(  L  ;SNF  services: 
Deductible. 


$104  per  admission,  and  allowed  to 
rise  annually.  Deductible  waived  if 
medicare  covered  inpatient  services 
were  received  within  60  days  prior  to 
admission. 

10  percent  of  hospital  charges  above 
the  deductible. 


None. 

10  percent  of  charges. 


None. 

10  percent  of  charges. 
3  pints  per  year. 


2.  MEDICARE  PT.  B 


(a)  Physician,  outpatient  hospital  care, 
outpatient  physical  therapy  and 
speech  pathology,  laboratory 
services,  medical  supplies  and 
most  other  covered  services. 
Deductible   


Coinsurance. 


(b)  Hospital-based    physicians  (in- 

patient pathology  and  radiology). 

Deductible.   

Coinsurance   

(c)  Home  health  services: 

Deductible   


$50  per  calendar  year   $77  in  1977,  and  increased  in  future 

years  in  proportion  to  increases  in 
cash  benefits. 
20  percent  of  reasonable  charges  above  Same, 
the  deductible. 


None.- 
 do. 


None. 

10  percent  of  charges. 


Coinsurance...  

(d)  Outpatient  psychiatric  services  


Included  among  services  subject  to   Included  among  services  subject  to 
$60  per  calendar  year  deductible.      $77  deductible  in  1977. 

None  10  percent  of  charges. 

50  percent  of  reasonable  charges  (up  to  Same  as  current  law. 
maximum  reimbursement  of  $250). 


D.  PROVIDER  REIMBURSEMENT 


Provider 


Current  Law 


President's  Proposal 


Hospitals,  SNF's  and  home  health   Reimbursed  on  the  basis  of  reasonable 
agencies.  costs.  (Level  of  reimbursement  for 

hospital  per  diem  routine  costs  is 
limited  to  the  80th  percentile  of  the 
per  diem  routine  costs  of  similar 
hospitals.) 


Places  a  7  percent  reimbursement 
limitation  on  the  annual  rates  of 
increases  in  per  diem  hospital  and 
SNF  costs  and  home  health  visit 
costs.  (Both  the  7  percent  cost  and 
4  percent  charge  increase  limitations 
are  proposed  for  2  years  pending 
the  development  of  a  longer  run  cost 
containment  policy.) 
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DETAiLEO  EXPLANATION— Continued 
D.  PROVIDER  REliV.BURSEMENT— Continued 


Service 


Current  law 


President's  proposal 


Physicians  and  other  medical  services.  Reimbursed  on  the  basis  of  customary 

and  prevailing  charges.  (Rates  of  in- 
crease in  prevailing  charges  are 
limited  by  an  economic  index  ra- 
ti jcting  practice  costs  and  earnings 
levels  in  the  economy.) 


Limits  reimbusable  increases  in  reason- 
able charges  (the  lesser  of  the  custo- 
mary and  prevailing  charges)  to  4 
percent  per  year.  (Both  the  7  percent 
CDst  and  4  percent  charga  increase 
limitations  are  proposed  for  two 
2  years  pending  the  development 
of  a  longer  rum  cost  containment 
policy.) 


E.  COST  ESTIMATES 


The  following  are  the  estimated  cost  increases  attributable  to  the  new  catastrophic  protection  and  the  cost  savings 
attributable  to  reforms  in  cost  sharing  and  limit'  in  reimbursement.  The  additional  costs  are  estimated  to  range  between 
$1,100,000,000  and  $1,400,000,000.  The  cost  sharing  reform  is  estimated  to  sava  aojut  $1,80 3,0)0, 033  and  the  reim- 
bursement limits  to  save  about  $900,003,000.  The  savings  from  placing  a  limit  on  increases  ii  madicare  repayment  rates 
and  some  of  the  revenues  from  increased  costs  sharing  will  be  used  to  ii.iancj  th3  catastrophic  program. 

Fiscal  year  1977 
(millions) 

COSTS 

1.  Catastrophic  protection: 

(a)  Hospital  Insurance: 

Initial  estimate  of  cost  of  $500  limit  in  fiscal  year  1977  budget_    i  -f$330 

Additions  based  on  refinement  of  cost  of  $500  limit...    -f-590-890 

(b)  Supplementary  medical  insurance:  $250  limit,..     i  +208 

Total  cost       -fl,  128-1,  428 

SAVINGS 

1.  Cost  Sharing  Reforms: 

(a)  Hospital  insurance:  10  percent  coinsurance   K— )1,  730 

(b)  Supplementary  medical  insurance: 

Dynamic  deductible  ($77)   K-)lll 

Coinsurance  on  hospital  based  physicians  and  pt.  B  home  health  servjces   K— )19 

Subtotal...     -.  i(-)l,860 

2.  Reimbursement  limits: 

(a)  Hospital  insurance:  Limited  to  7  percent  per  diem  increase   >(  — )730 

(b)  Supplementary  medical  insurance:  Limited  to  4  percent  charge  increase   K— )179 

Subtotal....       i(-)909 

Total  savings     (-)l,  641-(-)l,  341 

1  Shown  in  President's  budget  request. 

F.  NUMBER  OF  PERSONS  COVERED,  FISCAL  YEAR  1977 


Service 


Current  law 


President's 
proposal 


PT.  A 

Enroilees    

Users  

Users  assisted  by  $500  li.mit  

PT.  B 

Enroilees    

Users  nmeetingthe  deductible  

Users  assisted  by  $250  limit  


24,  900,  000 
5,  900,  000 
NA 


24,  600, 000 
14,  200,  000 
NA 


Same 
Same 
1,  200,  000 


Same 
12,  200,  OCO 
2, 000,  000 


III.  OLDER  AMERICANS  ACT 

The  Older  Americans  Act  was  initially  enacted  in  1965  and  has  been  sub- 
sequently amended  in  1967,  1969,  1972,  1973,  1974,  and  the  most  recent  amend- 
ments were  signed  into  law  by  the  President  in  November,  1975. 

Bac'hgroimd 

The  major  objective  of  the  Older  Americans  Act  is  to  bring  into  being  a 
system  of  coordinated  compreliensive  services  at  the  community  level  designed 
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to  enable  older  persons  to  live  independent  lives  in  their  Own  homes  or  other 
places  of  residence  and  to  participate  in  the  life  of  their  community.  To  achieve 
this  objective,  the  Older  Americans  Act  provides  authorization  for  a  national 
network  on  aging.  This  national  network  is  composed  of  a  State  Agency  on 
Aging  in  each  State  and  Territory  and  the  District  of  Columbia,  489  Area 
Agencies  on  Aging,  700  nutrition  projects  and  the  advisory  committees  to  the 
State  and  Area  Agencies  on  Aging  and  the  nutrition  projects. 
Description  of  act 

Major  sections  of  the  Act  designed  to  achieve  the  Act's  overall  objective 
include : 

Title  III 

Provides  support  to  State  Agencies  on  Aging  and  through  them.  Area  Agencies 
■on  Aging  for  the  development  of  coordinated  comprehensive  service  systems 
designed  to  enable  older  persons  to  live  in  their  own  homes  or  other  places  of 
residence. 

This  Title  provides  funds  (1)  for  the  support  of  State  Agencies  on  Aging 
and  (  2)  for  the  support  of  Area  Agencies  on  Aging  and  social  ser^aces  provided 
by  those  agencies. 

States  receive  funds  under  Title  III  on  a  formula  basis  based  upon  approval 
by  the  Commissioner  on  Aging  of  an  annual  State  Plan  submitted  by  the 
Governor. 

Primary  emphasis  is  placed  on  meeting  the  needs  of  low  income  and  minority 
older  ixTsons.  Prior  to  submitting  the  annual  State  Plan,  the  State  must  hold 
a  public  hearing  on  it.  The  State  Plan  designates  within  the  State  planning 
and  service  areas  and  identifies  those  areas  in  which  Area  Agencies  on  Aging 
will  be  established.  Currently,  States  have  identified  585  such  planning  and 
service  areas  and  indicated  that  489  Area  Agencies  will  be  in  operation. 

The  Area  Agencies,  which  may  be  public  or  private  organizations  receive  their 
funds  from  the  State  Agencies  on  Aging  based  on  an  annual  area  plan  approved 
by  the  State  Agency.  A  public  hearing  must  be  held  on  this  plan  before  it  can 
be  submitted  to  the  State. 

The  States  must  utilize  at  least  20%  of  their  Title  III  funds  for  four  national 
priority  services :  transportation,  home  care,  legal  services,  and  home  repair.  In 
addition,  as  additional  resources  become  available  under  Title  III  States  must 
use  50%  of  the  new  funds  for  the  priority  services.  This  requirement  will  no 
longer  be  operative  when  the  States  reach  the  point  where  they  are  utilizing 
2ZMi%  of  their  funds  for  these  four  priority  services. 

Section  308  of  Title  III  provides  for  a  model  projects  program  designed  to 
demonstrate  new  or  innovative  means  of  meeting  the  needs  of  older  persons. 
This  section  of  the  law  is  administered  directly  by  the  Administration  on  Aging. 

Title  VII 

Pro\ides  funds  to  the  States  for  the  operation  of  nutrition  programs  designed 
to  provide  hot  nutritious  meals  in  congregate  settings  to  older  persons. 

States  receive  funds  for  this  program  on  a  formula  basis  after  the  Commis- 
sioner on  Aging  has  approved  their  annual  State  Plan  submitted  by  the  Gover- 
nor. Primary  emphasis  is  placed  on  meeting  the  needs  of  low  income  and 
minority  older  persons.  Currently  this  program  provides  support  for  700  nutrition 
projects  that  serve  approximately  300,'000  meals  a  day,  five  days  a  week,  at 
over  4900  community  sites  located  in  churches,  senior  centers,  and  schools. 

Eighty  seven  percent  of  these  meals  are  provided  in  congregate  settings; 
13  percent  are  home  delivered.  More  than  60,000  volunteers  provide  their 
assistance  to  this  program. 

Surplus  commodities  are  contributed  to  the  program  at  the  rate  of  fifteen 
cents  a  meal  during  this  Fiscal  Year.  This  rate  wall  increase  to  25  cents  a  meal 
in  Fiscal  Year  1977. 

An  important  provision  in  the  1975  amendments  to  the  Act  authorizes  State 
or  Area  Agencies  on  Aging  to  enter  into  agreements  for  the  purpose  of  meeting 
the  common  needs  for  transportation  services  of  older  persons  and  other  seg- 
ments of  the  population. 

Several  other  recent  actions  have  taken  place  designed  to  help  meet  these 
transportation  needs. 

The  Administration  on  Aging  and  the  Department  of  Transportation  have 
entered  into  a  working  agreement  which  has  resulted  and  will  continue  to 
result  in  improved  coordination  of  transportation  services  for  older  persons. 

67-049—76  1.3 
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$20.8  million  of  Fiscal  Year  1975  Urban  Mass  Transportation  Administration 
funds  were  allotted  for  capital  assistance  grants  to  nonprofit  corporations  and 
organizations  to  serve  the  transportation  needs  of  older  persons  and  the  handi- 
capped. The  Department  of  Transportation  will  release  $22  million  for  this 
purpose  in  Fiscal  Year  1976. 

Approximately  45  projects  in  31  States  have  heen  selected  under  the  Rural 
Highway  Public  Transportation  Demonstration  Program  in  Fiscal  Year  1975. 
A  major  criterion  for  project  selection  is  that  the  projects  be  adaptable  to  the- 
needs  of  older  persons  and  the  handicapped. 

The  first  formula  allotments  have  been  made  to  the  States  under  the  Section 
5  Capital  Assistance  Formula  Grant  Program  of  the  National  Mass  Transporta- 
tion Act  of  1974.  A  section  of  the  Act  specifies  that  recipients  of  funds  must 
provide  for  reduced  fares  for  the  elderly  and  the  handicapped. 

The  Administration  on  Aging  has  made  awards  to  47  State  Agencies  on  Aging 
for  the  purpose  of  promoting  and  developing  ombudsman  services  for  residents 
of  nursing  homes.  The  objective  of  these  services  is  to  establish  a  process  at 
the  community  level  which  will  be  responsive  to  complaints  from  residents  or 
relatives  of  older  persons  in  Skilled  Nursing  Facilities  and  Intermediate  Care 
Facilities.  Activities  are  now  underway  at  the  State  and  local  levels  to  achieve 
this  purpose.  The  1975  amendments  to  the  Act  authorize  the  Administration  on 
Aging  to  continue  such  programs. 

Mr.  EosTENKOwsKi.  I  want  to  thank  you,  Mr.  Secretar}^,  and  welcome 
you  gentlemen  before  the  committee. 

Mr.  Secretary,  the  explanation  given  in  the  President's  statement 
to  the  Congress  on  Monday  for  a  10-percent  coinsurance  provision  is 
that  it  is  needed  to  encourage  economical  use  of  hospitals. 

What  is  it  you  would  expect  to  see  happen,  fewer  admissions? 
Shorter  stays  ?  Aged  patients  shopping  around  for  hospitals  that 
charge  less? 

In  short,  just  what  behavioral  changes  do  you  expect  to  produce 
more  economical  use  ? 

Secretary  Mathews.  The  most  glaring  feature  of  the  health  care 
system,  even  obvious  on  a  causal  examination,  is  that  it  differs  from 
other  facets  of  our  economy  in  two  respects. 

First  of  all,  its  inflationary  rates  are  not  just  above,  but  astronomi- 
cally above  any  other  sector  of  the  economy. 

Second,  if  you  would  examine  the  industry  as  an  economic  system, 
it  is  quite  obvious  that  none  of  the  usual  market  forces  operate  to  re- 
strain the  system.  That  is,  there  are  no  incentives  or  inducements  to- 
reduce  costs. 

It  seems  to  me  then  that  one  doesn't  have  to  search  around  too  long 
for  at  least  a  partial  answer  to  the  question  of  wh}^  these  costs  continue 
to  rise  in  such  a  way  that  they  outstrip  the  cost  increases  in  every  other 
sector  of  the  economy  and  in  such  a  way  that  they  in  turn  victimize . 
people  by  putting  health  care  financially  out  of  reach. 

Again,  it  seems  to  me  elementary  to  say  that  it  would  be  advisable  to 
have  some  kind  of  measures  in  the  system  that  would  make  it  behave 
more  like  other  segments  of  our  economy.  As  I  said  in  my  testimony, 
there  are  no  incentives  now  that  militate  against  excessively  long  stays. 
I  was  here  in  this  very  building  not  2  weeks  ago  discussing  this  problem 
with  some  of  your  colleagues.  There  are  great  concerns  alDOut  extended 
stays  in  the  hospital.  It  would  be  our  hope  that  the  10-percent  copaj^- 
ment  feature  would  be  an  inducement  both  the  physician  and  to  the 
patient  to  reduce  unnecessarily  long  hospitalization. 

Mr.  RosTENKOwsKi.  Mr.  Secretary,  doesn't  the  proposal  induce  long^ 
stays  for  patients  in  hospitals?  I  should  think  that  the  program  as 
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suggested  by  the  President  is  almost  an  inducement  for  doctors  to 
keep  patients  in  the  hospital  after  the  $500  maximum  has  been  reached. 

Secretary  ^Lithews.  One  of  the  prevalent  criticisms  I  hear  of  the 
proposal  and  I  gather  it  was  voiced  in  testimony  here  the  other  day, 
is  that  the  proposal  vrould  in  fact  increase  initial  cost  to  the  patient 
and,  therefore,  it  is  a  deterrent  to  the  use  of  the  hospital.  It's  logically 
impossible  to  hold  a  position  that  it  does  that  ancl  at  the  same  time 
be  subject  to  the  criticism  that  you  have  just  voiced.  This  proposal 
could  not  be  both  an  inhibition  against  short  stays  by  increasing  the 
costs  to  beneficiaries  and  at  the  same  time  an  inducement  to  long- 
term  care  stays. 

]Mr.  RosTEXKOwsKi.  Well,  once  the  $500  is  reached,  the  patient  really 
has  no  obligation,  does  hej 

Secretary  ^NLixHEvrs.  Xo,  he  ttouIcI  be  protected  above  $500. 

Mr.  EosTEXKOwSKi.  So  there  is  really  no  incentive,  no  incentive  on 
the  part  of  the  patient  to  ask  for  release  from  the  hospital  and  there 
is  no  incentive  for  the  doctor  to  suggest  that  he  be  released? 

Secretary  j^Lithews.  Well,  of  course,  there  is,  in  that,  prior  to  reach- 
ing that  limit,  there  is  a  10-percent  copayment  which  is  in  fact- — - 

Mr.  RosTEXKOWSKi.  'But  not  once  j'ou  reach  the  $500  limitation? 

Secretary  ^VLvthews.  Xo  ;  but  the  people  who  would  reach  the  $500 
limitation  are  people  who  have  catastrophic  illness  above  their  ability 
to  control  and  that  limit  would  only  be  reached  after  quite  a  number 
of  hospital  days.  I  think  it  reasonable  to  suppose  that  these  would 
be  patients  who  would  indeed  have  the  kind  of  serious  illnesses  that 
are  really  beyond  control  to  terminate. 

]Mr.  RosTEXKOwsKi.  Mr.  Secretary,  having  made  this  proposal  for 
m.edicare  patients,  is  there  any  contemplated  effort  to  make  the  same 
change  for  the  Federal  employees  program  ? 

Secretary  ^Mathews.  The  President  is  not  proposing  that  in  this 
]  >udget  or  in  any  initiatives  that  he  has  described  before  the  Congress. 
I  would  not  say  that  is  a  closed  subject,  but  we  are  not  making  any 
su<:h  proposals  at  this  time. 

]Mr.  RosTENKOwsKi.  Let  me  give  you  an  example  of  how  your  pro- 
posal would  work  and  you  tell  me  if  it  is  correct,  Mr.  Secretary.  - 

Take  the  older  couple  who  drive  down  from  New  Hampshire  tb 
visit  Washington  in  our  Bicentennial  year.  They  are  in  an  automobile 
accident  and  have  to  spend  24  days  in  Greorge  Washington  Hospital, 
where  the  daily  costs  are  well  over  $200  a  day. 

Under  the  present  law,  each  would  have  to  pay  only  $104,  but  under 
I  your  proposal  each  would  have  to  pay  $500  or  a  total  of  $1,000.  Isn't 
that  correct  ? 

Secretary  Mathews.  I  was  looking  for  the  sheet  that  we  have  those 
figures  broken  down  on  so  I  can  check  your  figures  against  it.  ^ 

"^Ir.  Cardwell,  who  prepared  the  figures,  says  that  your  estimate  is 
essentially  correct. 

^Ir.  EosTEXKOw^SKi.  Under  the  present  medicaid  program,  Mr.  Sec- 
;     retary,  States  are  required  to  pay  the  medicare  deductible  and  coin- 
*    surance  amount  for  those  aged  who  are  also  eligible  for  medicaid.  The 
.administration  is  proposing  higher  deductibles  and  coinsurance  for 
medicare  patients  but  at  the  same  time  recommends  that  medicaid  no 
longer  be  required  to  pay  medicare  deductibles  and  coinsurance. 
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From  the  standpoint  of  the  elderly  poor,  your  proposal  is  really  then 
a  step  backward,  isn't  it  ? 

Secretary  IMathews.  I  don't  believe  that  it  would  be  accurate  to 
characterize  the  President's  position  as  one  in  which  he  anticipates  that 
the  medicaid  program  would  no  longer  assist  the  poor  with  their 
hospital  costs. 

As  I  have  testified  earlier,  what  the  President  proposes  is  transfer 
of  responsibility  for  that  program  in  many  respects  to  the  States,  but 
it  is  not  his  anticipation  that  the  program  would  be  abandoned  or 
that  the  States  v/ould  not  continue  to  use  it  in  much  the  way  it  is 
being  used  now. 

Mr.  RosTENKOwsKi.  Mr.  Secretary,  I  have  no  argument  with  you, 
believe  me,  in  trying  to  transfer  some  of  the  responsibility  to  the 
States.  But  I  wonder  if  the  $10  billion  bloc  grant  that  you  are  going 
to  give  the  States  means  you  have  reached  a  ceiling  on  the  Federal 
commitment  to  the  program  ? 

Costs,  as  even  you  admitted  in  your  testimony,  are  going  to  con- 
tinue to  escalate.  Each  State  then  has  to  either  cut  back  on  services, 
or  absorb  the  additional  costs  themselves. 

I  am  just  wondering  whether  with  all  these  disincentives  we  won't 
really  cut  back  on  services  to  our  poor — both  young  and  old  ? 

Secretary  Mathew^s.  Well,  I  would  say  two  things.  First  of  all,  it 
seems  to  me  the  process  you  described  that  would  go  on  at  the  State 
level — and  undoubtedly  it  will — is  no  different  from  the  process  that 
I  observe  every  day  in  the  Congress  in  which  you  must  make,  within 
limited  resources,  decisions  about  projects  and  ideas  w^hose  value 
exceeds  the  dollars  you  have  available  for  them. 

Second,  I  think  I  should  point  out  that  even  though  there  is  a  $10 
billion  ceiling,  there  is  an  increase  built  in  the  proposal  so  that  the 
sum  would  go  up  by  $500  million  each  year  for  the  next  2  years  antici- 
pating these  cost  increases. 

Mr.  RosTENKOwsKi.  Yes  Mr.  Secretary,  but  I  wonder  whether  that 
increase  will  be  large  enough  to  keep  up  with  increases  in  the  costs  ? 
What  concerns  me  more  is  that  we  are  giving  the  impression  that  we 
are  doing  something  positive  for  medicaid,  and  yet  the  effect,  in  my 
opinion,  will  be  to  cut  back  on  services  and  coverage  because  of  the 
increased  costs  incurred  by  the  individual  States. 

Secretary  Mathews.  Again,  I  would  point  out,  Mr.  Chairman,  that 
the  President  has  been  quite  clear  about  what  he  proposes  to  do.  And 
what  he  proposes  to  do  is  to  change  the  character  of  the  program  in 
two  respects.  I  don't  believe  he  has  described  his  program  in  terms 
that  suggest  extension  of  coverage. 

I  believe  that  he  has  chosen  words  which  describe  his  proposal  as 
improvements  of  service. 

He  feels  that  there  are  two  problems  that  are  terrible  burdens  to 
the  elderly  in  this  country.  One  is  the  fear  that  they,  because  of  their 
age  and  disability,  will  reach  a  point  in  life  where  their  costs  will  not 
be  just  difficult  but  impossible  to  meet.  And  second,  that  their  illness 
will  put  them  in  the  hospital  beyond  any  reasonable  length  of  stay. 

And  his  two  improvements  are,  first,  to  remove  the  limit  on  days 
of  care,  and  I  would  suggest  to  you  that  that  might  well  be  charac- 
terized as  one  of  the  most  progressive  reforms  ever  proposed  in  this 
program. 
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r^J^h^T""^'}^^  proposmg  these  limits  that  I  have  described  in 
deta  1  as  protection  agamst  catastrophic  ilbiess  costs.  So  I  believe  ho 

tL4'l  Pf''^     ^^^^  ^^'^  do  and  what 

Denetits  he  thought  would  accrue  from  it. 

Mr.  RosTEXKowsKi.  Mr.  Secretary,  I  noted  that  the  new  estimates 
^i^f^^^^^icare  proposals  are  now  ahnost  $900  million  more  than 
AThat  the  President's  budget  originally  etimated  ? 

Secretary  ^Mathews.  The  President  said  in  his  initial  statement  that 
lie  was  pladgrng  that  nobody  would  have  to  pay  more  than  $500  in 
one  case  and  $2o0  m  the  other  for  covered  services.  But  as  you  know, 
It  is  possible  for  one  to  run  out  of  services  covered  under  the  law, 
and  since  the  President  made  a  very  clear  commitment  to  a  dollar 
limit  which  no  one  would  have  to  go  past,  there  was  the  additional 
question  ot  how  care  would  be  financed  should  there  be  a  hospital 
stay  between  the  90  plus  60  days  available  in  a  benefit  period  and  the 
time  the  program  picked  up  again.  There  have  been  several  figures 
used  to  estimate  what  that  cost  would  be  for  those  additional  days 
and  at  this  time  we  have  an  estimate  for  you  that  I  think  will  cover 
tliat.  We  would  certainly  have  a  more  precise  figure  for  you  when 
those  calculations  are  completed. 

Mr.  RosTEXKowsKi.  Thank  you,  Mr.  Secretary. 

Mr.  Corman  will  inquire. 

Mr.  CoRMAx.  Thank  you,  Mr.  Chairman. 

Mr.  vSecretary,  what  is  the  median  income  for  medicare 
beneficiaries  ? 

Secretary  ^Iathews.  The  medium  income  of  a  medicare  bene- 
ficiary? Mr.  Cardwell  would  have  that  figure  more  likely  than  I 
would. 

Commissioner  Cardwell.  I  can  only  give  you  a  rough  figure  at  this 
moment :  we  can  put  the  precise  figure  in  the  record,  but  it  is  some- 
where around  $5,000. 

[The  information  follows:] 

Median  Ixcome  of  Aged  and  Disabled  Medicaee  Enbollees 

Data  from  the  1973  Current  Medicare  Survey  of  the  Social  Security  Admin- 
istration indicate  that  the  median  income  for  both  the  aged  and  disabled 
Medicare  enrollees  was  in  the  range  of  $4,00O-$4,999.  Of  those  aged  beneficiariea 
receiving  covered  services,  the  median  income  in  1973  was  also  in  the  range  of 
$4,000-$4,999.  The  latter  data  for  the  disabled  are  not  available  at  this  time. 
The  income  data  from  the  1973  Current  Medicare  Survey  are  the  latest  available. 

Mr.  CoRMAX.  I  would  be  interested  to  see  it  after  you  check  it  out. 
I  want  to  be  sure  you  understood  me.  I  said  median  with  an  "n," 
not  medium. 

Commissioner  Cardwell.  About  a  third  of  the  medicare  bene- 
ficiaries would  be  at  the  poverty  or  near-poverty  level,  if  that  is  the 
point  you  are  driving  at.  But  offset  against  that  are  persons  eligible 
for  medicare  who  have  significant  resources  and  significant  income* 
I  would  have  to  give  you  an  exact  figure. 

Mr.  Cormax.  Yes,  sir. 

Commissioner  Cardwell.  There  must  be  a  concern  for  people  at  the 
bottom  end  of  the  spectrum  but  it  is  a  mistake  to  assume  that  all! 
medicare  beneficiaries  are  poor.  That  would  be  a  serious  mistake. 
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I  ^  Mr.  Gorman.  We  are  confronted  with  that  every  time  we  do  a  tax 
Sill.  We  see  people  in  here  over  65  who  are  poor,  but  I  just  wondered 
what  more  than  half  of  them  are  living  on. 

How  much  will  the  President's  budget  proposals  impact  the  health 
■field?  ■ 

i   Secretary  Mathews.  Excuse  me,  Mr.  Gorman,  I  didn't  hear  you. 

Mr.  Gorman.  What  would  be  the  budget  impact  of  the  President's 
proposals  in  the  block  grant  program  and  in  the  medicare  program  ? 
,  Secretary  Mathews.  In  the  block  grant  program  if  you  take  the 
President's  1976  level  for  those  proposals — it  is  about  $1  billion  or 
inore  there.  And  in  medicare  there  is  a  $2  billion  addition  to  the 
current  level  of  spending. 

So  that  the  President  is  proposing  that  we  increase  our  total 
expenditures  in  both  of  those  programs  by  roughly  $3  billion. 
"   Mr.  Gorman.  The  $10  billion  bloc  grant  will  replace  the  $9  current 
expenditure.  Do  I  understand  that  correctly  ? 
:   Secretary  Mathews.  Eoughly,  yes,  sir. 

Mr.  Gorman.  What  will  be  the  requirements  in  the  bloc  grant  for 
maintenance  of  effort  in  medicaid  ?  Will  there  be  any  ? 

Secretary  Mathews.  Yes.  As  a  matter  of  fact,  in  reference  to  the 
other  question  we  were  discussino^  about  what  would  happen  if  the 
States  reduced  their  support  under  the  President's  proposal,  I  think 
it  important  to  keep  in  mind  that  under  present  law  if  the  States 
reduce  their  support,  which  they  have  the  option  of  doing,  the  Fed- 
eral Government  would  also  be  obligated  under  the  law  to  reduce 
its  support. 

1  Under  thfe  President's  proposal  this  would  not  happen.  The-  

Mr.  Gorman.  Let  me  be  sure  I  understand  you,  Mr.  Secretary. 
■ .  Secretary  Mathev>^s.  Yes. 
-  Mr.  Gorman.  There  would  be  a  higher  requirement  for  mainte- 
nance of  effort  under  the  bloc  grant  proposal  than  there  is  under 
existing  law? 

Secretary  Mathews.  No,  sir.  There  is  no  matching  requirement 
in  the  President's  proposal.  Under  present  law  there  is  a  triggering 
jeffecti  If  the  State  finds  that  it  can  no  longer  support  the  program 

the  level  which  it  has  been  investing  in,  then  there  is  a  triggering 
effect  that  also  reduces  Federal  matching  expenditures. 

Under  the  President's  proposal,  if  the  States  did,  in  fact,  reach  this 
"point  where  they  felt  they  had  to  cut  back  on  these  funds,  rather  than 
that  triggering  of  Federal  cutbacks  under  the  present  system  of  fi- 
nancing, the  Federal  funding  would  stay  level  because  there  is  no 
matching  requirement  in  the  block  grant. 

.  Mr.  Gorman.  Where  does  the  maintenance  of  effort  requirement 
,come  in  ? 

Secretary  Mathews.  There  is  no  maintenance  of  effort  other  than 
there  is  a  guarantee  of  a  continuous  maintenance  of  effort  on  the  Fed- 
eral part  in  that  our  dollars  would  be  constant  under  this  proposal 
as  opposed  to  conditional. 

Mr.  Gorman.  If  the  State  abandoned  its  medicaid  program  totally 
it  would  not  lose  any  medicaid  dollars? 

Secretary  Mathews.  That  is  theoretically  possible.  I  don't  think 
anybody  thinks  that  would  happen. 


193 


!Mr.  CoR^iAx.  I  Tvonld  not  think  so,  but  there  might  be  some  dis- 
astrous chancres  in  it. 

-     Secretarv  Mathe-vs.  You  might  be  interested  in  another  figure  on 
.  that  point.  We  were  looking  at  what  the  States  did  prior  to  cost-shar- 
ing or  maintenance-of -effort  requirements  and  I  am  told  that  the  States 
.  were  then  putting  in  about  13  percent  of  the  health  care  assistance 
dollars. 

Xow  in  1977  after  about  10  years  of  maintenance-of -effort  require- 
ments I  think  it  is  siofnificant  to  note  that  the  States  are  again  putting 
in  about  13  percent  of  those  dollars. 

Mr.  CoRMAx.  Let's  turn  our  attention  just  a  minute  to  the  SMI  part 
of  the  program. 

Secretary  ^Lithews.  Yes,  sir. 

Mr.  CoRMAX.  There  is  a  $250  maximum  requirement — I  mean  maxi- 
mum before  the  patient  gets  into  total  coverage.  Is  that  corrects 
Secretary  Mathews.  Yes.  sir. 

Mr.  Cormax.  But  that  is  only  $250  that  might  be  paid  toward  what 
the  Government  considers  reasonable  costs  and  not  what  the  doctor 
considers  reasonable  costs :  is  that  correct  ? 

^  Secretary  Mathews.  That's  right.  The  current  law  makes  that  pro- 
vision. The  current  law  says  the  doctor  may  or  may  not  accept  as- 
signment. And  in  the  President's  proposal  there  is  the  intent  of 
protection  against  excessive  costs.  It  does  not  propose  

^Ir,  Cormax.  Protection  for  the  insured  ? 

Secretary  Mathews.  Yes. 

^Ir.  Cormax.  Xo  protection  for  the  beneficiary  against  excessive 
costs? 

You  propose  no  more  or  less  protection  than  is  currently  the  case 
except  whatever  goes  over  4  percent  is  left  because  increases  are  limited 
to  4  percent  whether  that  is  reasonable  or  not ;  is  that  correct  ? 

Secretary  ^L\thews.  That  is  correct. 

Commissioner  Cardwtell.  Mr.  Corman,  could  I  make  a  comment 
on  that  point?  It  is  a  point  that  is  raised  quite  often.  I  would  like  to 
set  aside  the  4  percent  by  saying  that  that  has  its  own  merits  and 
needs  its  own  examination.  But  the  implication  is  always  made  that, 
well,  you  are  not  providing  catastrophic  coverage  in  those  cases  where 
the  physician  wants  to  charge  more  than  will  be  allowed  under  medi- 
care. But  bear  in  mind  that  the  medicare  screen  has  always  liad  a 
purpose  and  that  is  to  recognize  the  reasonable  charges  in  the 
community. 

If  you  try  to  solve  that  problem  any  other  way,  what  you  really  do 
is  encourage  the  charging  by  ph^^sicians  of  rates  higher  than  their 
peers  charge  for  the  same  service.  The  medicare  screens  do  reflect  the 
community  consensus  as  to  what  is  a  reasonable  charge. 

You  would  be  rewarding  those  physicians  who  set  their  charges  at 
levels  higher  than  prevail  in  their  own  community,  and  it  is  not  an 
easy  matter  to  solve. 

Mr.  Cormax.  Mr.  Commissioner,  I  would  urge  you  to  read  yester- 
day's testimony  and  read  the  remarks  of  the  spokesman  for  the  Ameri- 
can Medical  Association  as  to  how  he  practices  medicine. 

We  all  know  that  there  is  a  continuing  drop  in  the  effective  benefits 
for  medicare  patients  under  part  B.  The  statistics  show  that  and  you 
aie  going  to  exacerbate  it  with  a  4-percent  limit  in  my  opinion. 
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Commissioner  Card^^t:ll.  What  do  you  mean  by  "drop"  ? 

Mr.  CoRMAN.  Would  you  concede  a  drop  in  assignments  indicate  it  ? 

Commissioner  Cardwell.  There  has  been  a  gradual  drop  in  assign- 
ments over  a  long  period ;  it  has  dropped  down  to  about  55  percent. 
There  is  a  drop,  but  it  has  not  been  a  sharp  drop.  I  would  acknowledge 
that  part  of  that  drop  comes  from  the  pressure  of  physicians  to  raise 
their  charges  to  levels  above  those  normally  charged  in  their  own 
community. 

All  I  arn  saying  to  you  is  that  the  solution  to  that  problem  is  just  not 
easily  reached.  We  would  be  glad  to  hear  any  solution  anyone  else  has.. 
This  has  been  a  puzzle  that  has  faced  this  program  now  since  1965  and 
the  consensus  of  this  Congress,  or  of  prior  Congresses,  has  been  that 
some  sort  of  screen,  some  sort  of  limit,  some  concept  of  reasonable 
charge,  is  the  best  way  that  we  know  to  deal  with  it.  But  the  implica- 
tions are  always  made  that  "Well,  you  are  punishing  the  poor,"  or 
"You  are  punishing  the  beneficiary." 

I  think  the  medical  community  must  share  in  that  responsibility. 

Mr.  CoRMAx.  Well,  Mr.  Commissioner,  you  will  concede  that  you  are 
only  protecting  the  trust  fund  and  doing  nothing  to  protect  the  bene- 
ficiary so  far  as  costs  are  concerned  ? 

Commissioner  Cardwell.  He  has  some  consumer  choices  and  

Mr.  CoRMAN.  Are  these  the  choices  that  the  Secretary  explained  to 
us  that  have  no  impact  in  the  health  care  field  ? 

Commissioner  Cardwell.  I  don^t  follow  that  question,  sir. 

Mr.  CoRMAx.  The  Secretary  just  said  that  the  normal  market  factors 
that  control  costs  have  no  effect  in  the  health  care  field. 

I  thought  maybe  you  differed  with  him  on  that. 

Commissioner  Cardwell.  No,  no ;  I  think  he  said — and  I  will  say, 
too — that  one  of  the  disincentives  to  nonnal  marketplace  cost  controls 
is  an  awareness  on  the  part  of  either  the  patient  or  the  physician,  or 
both,  that  a  third  party  will  pick  up  the  tab.  A  realization  that  a  third 
party  will  not  pick  up  an  unlimited  tab  does  bring  a  marketplace 
mechanism  into  play.  It  is  not  an  entirely  effective  one,  I  would  grant.. 

Mr.  CoRMAN.  My  first  10  minutes  are  up. 

Mr.  RosTEis-KOwsKi.  Mr.  Duncan  will  inquire. 

Mr.  Duncan.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  would  like  to  compliment  you  on  your  statement,, 
and  may  I  say,  that  just  about  anything  the  administration  advocates 
will  be  opposed.  Like  the  story  of  the  fellow  going  home  to  dinner  and 
said  that  if  his  wife  didn't  have  supper  ready,  he  was  going  to  raise 
hell.  He  was  asked  what  he  would  do  if  she  did  have  it  ready,  and  he 
said,  "I  won't  eat  it."  [Laughter.] 

Mr.  Duncan.  But  this  is  the  first  time  in  a  long  time  though  that 
we  had  had — and  I  don't  want  to  imply  that  I  agree  with  everything 
in  the  proposal — but  that  we  have  had  a  realistic  approach  to  the  cat- 
astrophic illnesses,  and  I  think  it  is  somewhat  similar  to  the  Long- 
Eibicoff  approach  in  the  Senate.  But  do  you  know  how  many  people 
we  are  talking  about  who  actually  reach  the  $500  ? 

Secretary  Mathews.  Under  the  present  proposals,  we  anticipate 
that  about  a  million  people  would  reach  the  $500  limit  under  part  A. 
And  under  the  second  part,  the  $250  limit,  we  estimate  about  2  million 
people.  These  numbers  come  out  of  the  5.9  million  population  of  users 
of  part  A  services  and  about  13  million  users  of  part  B  within  the- 
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total  medicare  population  of  roughly  25  million.  We  would  anticipate 
that  1  million  would  reach  the  limit  under  part  A  and  2  million  under 
part  B. 

Mr.  DuxcAX.  Many  members  of  this  committee  haven't  experienced 
■catastrophic  illness  problems  in  their  homes,  but  I  have  for  some  6 
years,  and  it  would  have  been  mighty  pleasant  to  have  had  a  $500  level. 

The  provider  groups  were  here  yesterday,  and  they  were  virtually 
unanimous  that  reimbursement  increases  of  7  percent  for  hospitals 
and  4  percent  for  physicians  are  not  realistic.  How  can  you  really 
justify  that  when  the  President  has  predicted  a  much  higher  inflation 
rate  in  the  economy  as  a  whole  ? 

_  Secretary  Mathews.  Well,  I  would  say  this.  It  is  kind  of  like  your 
little  story.  Everybod}^  agrees  that  somebody  ought  to  grab  this.  Once 
you  propose  to  grab  it  at  a  particular  point,  everybody  says,  "No; 
that  is  the  wrong  point."  The  reason  the  President  chose  this  point  as 
opposed  to  others  is  that  this  is  the  point  at  which  the  Federal  Gov- 
ernment does,  in  effect,  have  some  control  of  the  system.  There  have 
been  debates  about  whether  the  Federal  Government  should  extend  its 
range  of  control  over  the  health  care  system,  and  whether  we  should 
have  some  kind  of  monitoring  of  prices  in  this  field  as  we  had  a  few 
years  ago. 

I  suspect  that  the  debate  on  that  subject  would  be  even  longer  than 
the  debate  on  these  proposals.  But  there  are  certain  places  where  the 
Federal  Government  already  has  some  control,  and  it  is  at  those  places 
that  the  President  felt  it  would  be  appropriate  to  agree  with  the  gen- 
oral  wisdom  that,  in  fact,  there  should  be  some  controls  on  the  health 
care  system.  So  he  chose  those  points. 

As  for  the  7  as  opposed  to  7.5  or  8  whatever,  I  would  say  that  7 
percent  is  rouffhly  the  inflationary  rate  for  the  economy  as  a  whole, 
and  what  the  President  is  saying  is  that  it  is  not  unreasonable  to  hope 
that  inflation  in  this  field  will  conform  generally  to  the  inflation  in 
the  country. 

Mr.  DuxcAX.  Would  you  expect  medicaid  might  pick  up  increased 
costs  of  some  of  the  elderly  poor  if  there  were  increased  coinsurance 
which  did  not  ? 

Secretary  Mathews.  Of  course,  medicaid  picks  up  costs  of  the  elderly 
poor  which  are  not  paid  by  medicare. 

Commissioner  Cardwell.  But  there  is  an  offset  to  that,  sir.  On 
tlie  cost-sharing  side  it  is  true  that  medicaid  would  pick  up  some  of 
the  additional  cost  sharing  for  the  medically  indigent  and  for  the  poor. 
However,  the  $500  cap — the  catastrophic  coverage — would  give  some 
relief  to  medicaid  in  that  medicaid  is  now  paying  those  bills  for  the 
poor. 

These  two  factors  might  well  offset  each  other. 

Mr.  Duxcax.  Many  of  our  States  say  they  are  now  overburdened 
due  to  medicaid.  Would  this  proposal  be  disastrous  for  some  of  the 
States?  Some  of  the  States  say  they  are  now  overburdened  due  to 
medicaid  and  

Secretary  Mathews.  No,  sir,  this  proposal  would  respond  to  the 
arguments  that  the  States  make  to  me  that  they  have  too  little  control 
over  medicaid.  The  block  grant  proposal  would  give  them  substan- 
tially more  control  and  more  options  than  they  have  now. 
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Mr.  DuNCAis^.  Let  me  ask  you  a  question  that  has  alwaj^s  bothered 
me.  The  Veterans  Administration  has  income  limitations  for  non- 
service-connected  veterans  who  receive  hospitalization  benefits. 

What  has  always  bothered  me  is  that  many  wealthy  people,  in- 
cluding millionaires,  receive  medicaid,  and  they  never  paid  a  dime 
into  the  fund  or  any  other  fund.  Have  you  ever  thought  of  income 
limitations? 

Secretary  ^.L^thews.  Medicaid  does  have  a  means  test ;  medicare  does 
not. 

Mr.  DuxcAX.  I  mean  medicare,  excuse  me. 

Secretary  Mathews.  At  the  present  time,  medicare  is  not  a  welfare 
program.  It  is  a  program  which  people  pa^^  for.  It  is  a  form  of  insur- 
ance. x4-nd  that  is  the  reason  that  the  President  is  making  recommenda- 
tions to  improve  it  as  an  insurance  program. 

Where  Congress  clearly  states  that  a  program  is  an  assistance  pro- 
gram of  some  kind,  as  in  the  case  of  medicaid  as  distinguished  from 
medicare,  then  I  think  it  is  appropriate  to  have  some  form  of  a  means 
test.  We  would  propose — I  might  go  on  to  say — that  in  the  medicaid 
program,  in  the  requirements  that  we  would  transfer  to  the  States,  that 
they  continue  to,  in  fact,  sharpen  the  focus  of  that  program  on  the 
truly  needy. 

The  President's  proposal  would  concentrate  that  money  on  people 
below  the  poverty  line. 

Mr.  DuxcAN.  What  are  your  thoughts  on  the  income  limitations  for 
medicare  patients  who  never  paid  a  dime  into  the  program  ? 

Secretary  Mathews.  Medicare  patients  ? 

Mr.  DuxcAX.  Yes,  sir. 

Secretary  IVIathews.  I  would  say  that  so  long  as  you  keep  medicare 
as  an  insurance  system  and  not  as  a  welfare  system,  then  it  is  con- 
sistent not  to  have  a  means  test. 

If  you  want  to  define  medicare  as  a  welfare  program  of  some  type 
or  other,  then  I  think  you  will  have  to  make  enormous  changes  in  it. 
The  means  test  you  propose  would  be  one,  but  there  would  be  others. 
You  would  totally  change  the  concept,  I  would  think. 

Mr.  DuxcAx.  It  is  not  exactly  an  insurance  system  when  the  re- 
cipient doesn't  paj^  anything  into  it. 

Secretary  Mathews.  Well,  you  do  pay  certain  portions  of  it ;  certain 
portions  are  financed  directly  from  the  public  as  opposed  to  the 
Government. 

Mr.  DuxcAX.  At  the  time  of  utilization  ? 

Secretary  Mathews.  That's  right.  Part  B  is  partially  financed  by 
general  revenues,  but  Part  A  is  financed  by  payroll  contributions. 

Further,  as  we  discussed  here,  the  individual  does  under  the  present 
program  make  certain  payments  and  would  under  our  proposal  in- 
crease those  payments  through  additional  coinsurance. 

Mr.  DuxcAx.  My  time  is  up.  Thank  you  very  much. 

Secretary  IVIathews.  Thank  you,  sir. 

Mr.  Rostexkowski.  Mr.  Cotter  will  inquire. 

Mr.  Cotter.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Secretary,  what  disturbs  me  about  this  proposal  of  the  Presi- 
dent— and  I  was  at  the  state  of  the  Union  address — it  is  selling  it  on 
the  basis  that  we  are  giving  this  additional  coverage  to  medicare  re- 
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cipients,  those  over  65.  Then,  of  course,  as  we  analyze  the  thing  more 
closely.  Tve  discovered  that  there  is  a  saving  of  some  $1.3  billion  ac- 
cording to  the  first  version.  Now  the  cost  is  $1.8  billion  to  elderly 
citizens. 

Xow  I  don't  know  how  you  can  sell  it  as  an  additional  benefit  on 
the  cost  savings  to  the  Government  is  $1.3  billion.  You  know  in  this 
day  and  age  there  is  nothing  you  get  for  nothing.  You  know,  I  think, 
it  is  really  a  cruel  hoax  the  administration  is  perpetrating  upon  these 
people  that  are  least  able  to  afford  it. 

Xow,  I  was  interested  in  your  description  of  it  as  the  President 
merely  wants  to  change  the  character  of  the  program.  Basically  what 
he  is  doing  is  making  budget  cuts.  If  he  has  to  make  budget  cuts,  why 
doesn't  he  go  to  the  American  people  and  say,  "Look,  I  am  trying 
to  pick  up  $1.3  billion  and  I  am  doing  it  by  taking  some  benefits 
away."  This  is  what  disturbs  me  about  the  program. 

I  was  curious  as  to  how  many  people  reach  this  $500  maximum  at 
various  intervals  past,  say,  the  60  days.  Do  you  have  any  breakdown 
on  that  ? 

Secretary  Mathews.  Yes,  sir,  we  do.  Let  me,  while  Commissioner 
Cardwell  is  looking  at  those  figures,  comment  on  what  the  President 
intends  here. 

P'irst  of  all,  I  think  he  said  that  his  proposal  would  increase 
protection,  that  is,  that  he  was  very  concerned  that  there  was  no 
protection  against  costs  of  catastrophic  illness  and  that  he  proposed  to 
increase  protection. 

He  proposed  to  increase  coverage  to  the  extent  that  he  would  re- 
move limits  that  we  now  have  on  the  number  of  days  of  coverage 
which  would,  in  effect,  increase  the  coverage. 

He  also  advocated  a  $2  billion  in  medicare  expenditures  over  1976 
levels  because  of  rising  costs  and  that  kind  of  thing.  The  savings  that 
he  very  clearly  identified  in  his  statement  and  in  the  releases  do  not 
come  primarily  from  the  increased  copayments.  The  difference  be- 
tween the  income  generated  by  the  copayments,  on  the  one  hand,  and 
the  additional  expenditures  occasioned  by  the  catastrophic  and  ex- 
tended day  coverage  is  only  a  small  portion  of  the  $1.4  billion  saving. 

The  additional  savings  come  out  of  other  measures  that  he  clearly 
identified  as  changes  in  the  medicare  program,  both  as  regards  certain 
types  of  benefits  and  the  7-  and  4-percent  cost  control  savings.  He  did 
say  very  clearly  that  he  was  trying  to  save  money,  he  was  trying  to 
control  costs  in  this  field  and  he  identified  his  measures  for  doing  that 
as  the  7- and  4-percent  limits. 

Mr.  Cotter.  It  is  commendable  to  accomplish  savings.  I  mean,  hos- 
pital costs,  medical  costs  have  gone  up  an  average  of  15-16  percent 
per  year  even  when  the  cost  of  living  is  only  moving  at  6  or  8  percent. 
There  is  no  question  about  it,  we  have  to  get  a  handle  on  it. 

Secretary  Mathews.  Yes,  sir. 

Mr.  Cotter.  But  why  take  advantage  of  these  people  who  can  least 
afford  increased  medical  costs  ? 

Xow,  by  Mr.  Cardwell's  own  figuures  approximately  one-third  of 
medicare  beneficiaries  are  at  poverty  level.  Well,  you  impose  even  up 
to  a  ceiling  of  $500  on  these  people.  This  is  horrendous.  These  are  the 
people  who  can't  afford  it. 
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And  the  number  of  people  who  are  recipients  of  benefits  beyond  the 
maximum  of  $500  are  insignificant.  Furthermore,  you  can  pick  a 
private  insurance  coverage  to  supplement  this  catastrophe  at  a  rela- 
tively modest  cost.  I  think  if  your  actuaries  were  to  examine  the  number 
of  people  who  take  advantage  of  benefits  beyond  the  $500,  you  would 
fincl  it  insignificant.  Bv  your  own  figures  the  catastrophe  cap  of  $500 
costs  out  to  something  like  $330  million. 

Secretary  Mathews.  I  believe  that,  in  order  to  reach  these  conclu- 
sions, you  are  coupling  his  proposals  for  approximately  $1  billion  in 
cost  savings  with  totally  different  proposals,  as  Mr.  Cardwell  said 
earlier,  for  improving  protection  in  the  coverage. 

Again,  I  would  point  out  that  the  total  savings  come  principally 
from  cost-saving  devices  that  are  separate  from  the  increased  pro- 
tection and  increased  coverage.  They  come  principally  from  the  7-  and 
4-percent  limits.  About  $909  million — roughly  $1  billion — of  the  total 
$1.4  billion  savings. 

Mr.  Cotter.  According  to  your  fact  sheet  the  10  percent  coinsurance 
is  a  cost  saving  of  $1.7  billion.  These  are  your  own  figures  ? 

Secretary  ]\Iathews.  Yes,  but  on  the  other  hand  yon  purchase  addi- 
tional benefits  in  the  form  of  no  limit  on  days  and  the  catastrophic 
limits.  These  benefits  total  approximately  $1.4  billion.  So  the  differ- 
ential is  only  $3  billion — $300  million,  excuse  me. 

Mr.  Cotter.  That  is  what  I  said. 

Secretaiy  Mathews.  Yes,  sir. 

Mr.  Cotter.  The  President  originally  suggested  that  there  was  a 
saving  of  $1.3  billion.  Then  we  get  j^our  fact  sheet,  Febmary  9.  which 
shows  that  your  so-called  refinements  have  reduced  the  savings  to 
medicare  by  an  amount  that  is  between  $590  and  $890  million — of 
course  this  is  paid  by  the  elderly. 

Dr.  Altman.  ]\Ir,  Cotter,  let  me  try  to  explain  that. 

Mr.  Cotter.  Maybe  we  will  have  a  Valentine's  present  and  say  the 
savings  are  $1.2  billion  or  something. 

Dr.  Altman".  Well,  the  refinements  were  more  in  the  sense  that  the 
President  had  made  a  series  of  decisions  of  a  much  more  liberal  nature 
with  respect  to  the  program  than  the  actuaries  and  the  economists  who 
had  costed  it  out  had  realized  and.  therefore,  the  original  cost,  tlie 
$330  million  which  you  refer  to,  was  simply  the  $500  limit  applied  only 
to  the  existino^  spell  of  illness  limita,tions. 

The  President,  however,  decided  that  he  was  going  to  do  away  with 
the  spell  of  illness  limitations,  both  for  hospitals  and  for  the  skilled 
nursing  facility.  Therefore,  it  was  necessary  for  us  to  go  back  and 
reestimate,  and  I  apologize  for  the  confusion,  but  it  was  not  intended 
to  be  some  minor  calculation  mistake;  it  was  just  the  fact  that  we 
incorrectly  estimated  the  program.  I  apologize  and  I  hope  

Mr.  Cotter.  Are  these  your  final  figures? 

Dr.  Altman.  As  prepared  by  the  Office  of  the  Actuary  in  the  Social 
Security  Administration  and  reveiwed  throughout  the  Department; 
yes. 

Mr,  Cotter.  Does  the  White  House  and  HEW  agree? 
Dr.  Ai.TMAN.  Yes.  And  they  range — I  think  you  have  the  fact 
sheet  

Mr.  Cotter.  That's  the  point — it  is  quite  a  spread. 
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Dr.  Altxcax.  Well,  let  me  explain  that.  They  range  in  terms  of  the 
savings  to  the  beneficiaries  between  $1.1  and  $1.4  billion.  Yes,  there  is 
a  $3(JU  million  spread,  but  I  think  you  should  understand  this,  and  I 
hope  you  vail,  I  am  sure  3'our  staff  will  tell  you,  when  you  start  costing 
out  what  catastrophic  insurance  will  cost  the  people,  3'Ou  are  dealing  in 
a  i-ange  where  our  information  is  quite  frankly  very  sketchy. 

Mr.  Cotter.  You  must  have  figures  which  give  the  length  of  hos- 
pital stay  for  medicare  beneficiaries. 

Dr.  Altmax.  Yes,  we  do.  They  range  about  9.7  of  1  percent  of  our 
beneficiaries. 

;Mr.  Cotter.  I  was  figuring  0.4  of  1,  but  go  ahead. 

Dr.  Altmax.  No,  no ;  the  issue  is  the  following: 

Wien  you  open  up  a  benefit,  you  don't  know  exactly  what  you 
generate  in  terms  of  increased  spending.  One  of  the  things  that  W0 
have  learned  

Mr.  Cotter.  Yes ;  this  is  true. 

Dr.  Altmax.  But  that  is  wliere  the  issue  is.  The  question  is  simply 
one  that  Ave  learned  under  medicare,  that  we  could  not  anticipate  what 
the  lieakli  industry  would  do  with  this  new  source  of  dollars.  Their 
capacity  to  spend  money  exceeded  all  expectations.  And  now  we  are 
a  little  wiser,  but  only  a  little  wiser,  and  it  is  just  a  question  of  trying 
to  anticipate  what  would  happen  in  spending  when  we  move  toward 
the  catastrophic  side. 

It  was  desired  by  the  President,  and  I  think  most  people  would 
agree  to  protect  people  against  that.  But  you  are  asking  the  actuaries 
to  cost  out  a  benefit  package  that  no  one  has  ever  seen  and  they,  there- 
fore, feel  the  necessity  of  giving  a  range  estimate. 

Ml".  C()tti:r.  But  you  know,  still  we  get  down  to  black  and  white, 
the  President  has  picked  up  almost  $l-plus  billion  savings — am  I 
correct  ? 

Now,  how  can  you  say  that  you  say  that  you  are  giving  more 
benefits  when  you  are  saving  money?  It  just  doesn't  make  sense. 

Dr.  Altmax.  I  think  the  Secretary  has  indicated  that  about  $900 
million  of  that  potential  saving  comes  from  keeping  tighter  limits 
on  spending  in  hospitals  and  for  physicians. 

Mr.  Cotter.  That  is  not  very  clear  in  your  presentation  or  your  data. 
Let's  get  to  that  7  percent  ceiling.  Historically  over  the  past  15  years 
hospital  costs  have  increased  15  to  16  percent  per  year. 

Dr.  Altmax.  Yes,  sir. 

Mr.  Cotter.  In  spite  of  everything  Ave  have  done. 

In  my  own  State,  Connecticut,  Ave  have  a  pretty  aggressive  Hospital 
Cost  Commission,  Avhich  has  put  A^ery  tough  restraints  on  hospitals. 
And  the  best  they  can  do  is  9.5  percent  in' 1977.  But  believe  me,  the 
hospital  patient  is  sufi'ering  as  a  result  of  it. 

I  have  seen  the  deterioration  in  the  hospitals  in  Hartford  because 
of  these  efforts.  The  food  has  gone  doAvn  in  quality,  the  number  of 
nurses  on  duty,  and  everything  which  you  expect  in  a  hospital  is  de- 
teriorating. Yet,  Ave  have  to  get  a  handle  on  costs. 

}h\t  Avhat  concerns  me,  in  the  hospital  costs  Avith  7  percent  caps, 
particularly  in  the  case  of  medicare  recipients,  Avhat  is  going  to  happen 
with  the  bad  debts,  because  the  vast  majority  of  these  people  can't 
pick  up  this  co-insurance  feature.  So  the  hospitals  are  going  to  have 
to  consider  that. 


200 


'  Dr.  Altman".  Actually,  we  expect  bad  debts  to  go  down  on  net. 
:"■  ]Mr,  Cotter.  How  can  you  expect  it  ? 

Dr.  Altman.  Because  the  biggest  bad  debts  are  on  the  catastrohpic 
illness  side. 

Mr.  Cotter.  But  there  are  so  few  instances  of  it. 

Dr.  Altman.  But  they  are  expensive. 
'  Mr.  Cotter.  But  you  have  never  had  experience  with  the  medicare 
beneficiaries  at  the  poverty  level  who  have  to  pick  up  the  10  percent 
coinsurance.  Do  you  mean  to  say  there  won't  be  an  increase  in  bad 
debts? 

Dr.  Axtman".  There  will  be  some  increase  in  bad  debts  with  respect 
to  the  introduction  of  the  initial  coinsurance,  but  there  will  be  a  very 
substantial  reduction  with  respect  to  the  doing  away  with  the  limita- 
tions on  length  of  stay  and  the  $500  cap. 

Currently  we  have  done  a  rather  

Mr.  Cotter.  You  know,  I  have  never  known  a  patient  who  didn't 
want  to  get  out  of  a  hospital  as  fast  as  he  could.  With  these  utiliza- 
tion review  committees  they  move  you  out  of  there  pretty  fast.  I  think 
"your  own  figures  will  show  that  utilization  has  come  down  year  after 
^ear. 

Dr.  Altman.  Well,  it  is  true  that  we  have  had  a  reduction  in  length 
of  stay,  but  with  respect  to  bad  debts  our  best  estimate  is  that  prob- 
ably it  will  balance  out,  that  you  will  have  somewhat  more  bad  debts 
on  the  early  side,  which  by  the  way  is  picked  up  by  the  program,  not 
by  the  hospitals.  Let  me  be  clear  about  that. 

Mr.  Cotter.  This  is  exactly  right,  but  not  

Dr.  Altman.  But  not  by  the  hospitals. 

ISf  r.  Cotter.  It  is  picked  up  by  the  program. 

Dr.  Altman.  As  I  said,  we  tried  to  anticipate  that  in  these  estimates. 
Mr.  Cotter.  Boy,  I  think  you  are  on  the  low  side. 
'    I  am  sorry,  my  time  has  expired.  I  could  go  on  for  a  couple  of  hours. 
Mr.  Eostenkowski.  Mrs.  Keys  will  inquire. 
Mrs.  Keys.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  wonder  if  you  could  explain  to  me  the  logic  behind 
removing  all  limitations  upon  hospital  and  nursing  home  stays  and 
actually  decreasing  the  number  of  home  health  visits  and  keeping  a 
limitation  on  home  health  care  in  the  President's  proposals. 

Secretary  Mathews.  I  don't  believe  that  you  have  the  correct  infor- 
mation on  that. 

Dr.  Altman,  would  you  address  that  ? 

Dr.  Altman.  We  did  not  decrease  the  home  health,  there  is  a  hun- 
dred under  i^art  A  following  each  hospital  discharge  and  a  hundred 
under  part  B  per  year. 

Mrs.  Keys.  You  do  keep  limitations  on  home  health  care  while  they 
are  removed  upon  hospital  and  nursing  home  care. 

Dr.  Altman.  Yes,  ma'am. 

Mrs.  Keys.  I  would  like  the  rationale  behind  that. 
Secretary  Mathews.  I  asked  the  same  question  and  I  think  the 
answer  is  when  you  think  about  it,  it  is  fairly  obvious. 

^  That  is,  home  health  care  is  not  subject  to  the  kind  of  control,  en- 
vironment and  limited  care  that  the  hospital  has.  It  could  conceivably 
go  on  forever.  It  is  assumed  that  a  person  receiving  home  health  care 
does  not  require  the  kind  of  intensive  care  that  would  place  a  person 


in  a  hospital.  So  I  think  there  is  a  distinction  on  the  kind  of  patient 
3'ou  have  there  and  on  the  potential  for  care.  I  think  it  would  be  very 
easy  without  any  limits  for  home  care  simply  to  become  a  subsidy 
365  days  a  year. 

Mrs.  Keys.  I  have  understood  and  have  heard  testimony  from  many 
people,  particularly  with  regard  to  cancer  patients,  other  particular 
areas  of  need  which  often  plague  older  citizens  that  home  health  care 
is  really  an  alternative  that  provides  itself  cost  containment.  It  is  a 
cheaper  and  much  better  alternative.  Not  only  is  there  an  improved 
health  situation,  but  they  are  more  satisfactorily  treated. 

So  I  fail  to  see  why  we  are  not  encouraging  this  method  of  care 
and  some  of  the  other  alternative  methods  of  delivery  rather  than 
encouraging  the  most  expensive  delivery  of  health  care  than  that 
which  is  received  in  the  hospital  ? 

Secretary  Mathew^s.  I  agree  with  you  about  the  advantages  of  home 
health  care,  but  I  think  that  there  is  a  distinction  between  the  kind  of 
individual  that  is  receiving  home  health  care  and  the  kind  that  is  in 
a  hospital.  And  my  observations  have  been  that  the  seriously  ill  pa- 
tient, such  as  the  cancer  patient  is  most  likely  in  a  hospital  whereas 
the  person  with  a  less  serious  disability  very  often  is  cared  for  better 
in  home  health  care.  There  are  other  programs  directed  toward  home 
cai-e  that  we  would  hope  to  encourage  very  much. 

Commissioner  Cardwell.  Could  I  make  a  comment  on  that?  I  think 
it  is  a  logical  question  and  it  is  asked  quite  frequently  by  the  Congress. 
But  the  Congress  itself,  I  think,  so  far  has  come  to  some  of  the  same 
conclusions  and  has  had  the  same  concerns  that  we  have.  On  a  case-by- 
case  basis  home  health  care  can,  indeed,  be  the  cheapest  form  of  care 
under  given  circumstances. 

But,  on  the  other  hand,  the  concept  of  home  health  care  and  how 
to  define  it  has  not  yet  fully  evolved.  And  if  you  open  up  the  present 
limits  before  these  concepts  and  definitions  are  more  fully  developed — 
the  role  of  the  medical  profession,  the  role  of  the  paramedicals  and 
tlie  like — you  may  be  opening  up  a  Pandora's  box  because  it  involves 
the  largest  number  of  potential  users.  Without  some  better  definitions 
than  now  exist  home  health  care  could  end  up  being  the  most  costly 
form  overall  of  Federal  involvement  in  the  delivery  of  health  care. 

Mrs,  Keys.  Well,  of  course,  wouldn't  you  agree  that  the  reason  we 
liave  not  developed  those  alternatives  is  that  our  system  has  not  al- 
lowed it.  I  am  concerned  with  the  alternative  methods  of  health  de- 
livery for  older  citizens  as  I  am  with  the  entire  population,  because 
what  we  really  encourage  and  help  by  our  system  is  really  illness 
care,  acute  illness  care ;  the  most  expensive  kind  of  care.  We  have  done 
nothing  to  really  encourage  health  care  for  older  citizens  or  the  popu- 
lation as  a  whole. 

Commissioner  Cardwell.  This  area  needs  a  lot  of  attention.  It  is 
a  type  of  care  that  should  be  made  widely  available.  What  I  am 
su^rgestinof  is  we  should  do  more  work  at  all  levels  before  we  do  that. 

Mrs.  Keys.  But  if  we  don't  provide  the  latitude  for  alternative  sys- 
tems of  delivery  to  develop,  then  we  would  have  the  type  of  system 
that  would  permit  this  kind  of  care  to  be  administered. 

Commissioner  Cardwell.  As  you  know,  one  of  the  concerns  has  been 
the  appropriate  delivery  of  care  as  currently  defined,  that  is,  the  ex- 
tent to  which  it  should  all  be  provided  by  not-for-profit  organizations 
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versus  profitmakers.  At  this  point  we  seem  to  be  in  an  evolutionary 
pattern. 

I  agree  with  you  that  a  great  deal  of  work  needs  to  be  done  and  that 
there  is  a  great  deal  of  potential  there. 

Secretar}^  Mathews.  If  you  want  my  own  personal  views,  I  think  you 
are  right.  I  think  you  are  absolutely  right.  We  need  to  develop  alter- 
nate methods  of  delivering  health  care.  I  v^^ould  simply  point  out  that 
we  do  now  have  a  200-visit  potential  use  period  for  home  health  care 
and  tJiat  very  few  people  ever  reach  that  limit.  So  we  do  have  some  ca- 
pacity for  testing  that  particular  need. 

I  would  say  again  vv  hat  I  said  earlier,  I  don't  believe  that  our  defini- 
tions and  procedures  are  developed  sufficiently  that  it  would  be  wise 
to  completely  open  the  door  and  move  from  200  to  an  unlimited 
number. 

Mrs.  Kets.  Mr.  Secretary,  I  am  encouraged  by  your  statement  that 
you  agi^ee  and  you  think  I  am  right.  I  hope  that  means  that  we  will 
find  within  HEW  a  voice  that  will  be  helping  urge  and  encourage  the 
administration  to  support  some  better  alternative  care  delivery- 
methods. 

Commissioner  Cakdwell.  Could  I  put  a  figure  in  the  record  in  re- 
sponse to  a  question  of  Mr.  Connan  ? 

We  have  done  a  quick  check  since  he  asked  the  question.  I  don't  have 
all  the  data  he  asked  for,  but  in  1974  the  mean  income  for  persons  eligi- 
ble for  medicare  was  $4,205. 

N^ow  the  median  would  presumably  be  lower. 

Mr.  Cotter.  Mr.  Chairman,  may  I  just  follow  up  ? 

Would  you  repeat  those  please,  Mr.  Card  well  ? 

Commissioner  Cardwele.  I  said  the  mean  income  was  $4,205. 

Mr.  Cotter.  For  all  ? 

Commissioner  Cardwell.  For  persons  eligible  for  medicare.  I  don't 
have  it  in  terms  of  tliose  who  actuall}^  receive  medicare  benefits.  We  will 
refine  the  data  and  i>\it  them  in  the  record. 

Mr.  Cotter.  What  is  our  poverty  level  now  ? 

Commissioner  Cardvteee.  I  would  guess  that  it  is  about  $3,000. 1  say 
"guess''  because  not  everybody  agrees  on  what  it  is. 
Mr.  Cotter.  Thank  you. 

Mr.  Rostexkowski.  jMr.  Secretary,  you  told  Mrs.  Keys  that  you 
would  not  cut  back  the  home  health  benefit.  Under  your  proposal  an 
individual  would  have  100  visits  each  year,  but  under  present  law  an 
individual  is  eligible  for  100  visits  each  spell  of  illness. 

Secretary  Mathews.  The  note  they  handed  me  said  ■ 

[Laughter.] 

Secretary  Mathews,  [continuing].  That  we  have  a  limit  of  200  visits 
under  medicare. 

Mr.  Rostenkowski.  Mr.  Cardwell  ? 

Secretary  Mathews.  One  hundred  under  part  A  per  spell  of  illness, 
100  under  part  B,  so  you  can  use  that  program  for  at  least  200  visits. 
That  is  why  I  said  you  do  have  a  great  deal  of  flexibility  in  the  pro- 
gram as  now  legislated. 

Commissioner  Cardwell.  Actually,  the  law  as  now  written — and  we 
are  not  proposing  any  significant  change  at  this  time— authoritizes  100 
visits  per  benefit  period  following  hospitalization  or  skilled  nursing 
facility  stay.  And  if  more  than  one  such  stay  happens  to  occur  during- 
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the  year.  Tvliicli  is  clearh^  possible,  a  pereon  could  receive  more  than 
100  visits  in  a  given  year  under  current  law  and  under  this  proposal. 
Home  health  visits  can  be  provided  after  a  covered  stay  in  either  a 
hospital  or  nursing  home. 

^Ir.  RosTEXKOwsKi.  Medicare  covers  up  to  100  days  of  care  in  a. 
skilled  nursing  facility  after  the  patient  is  transferred  from  a  hospital. 
But  we  both  know  that  most  beneficiaries  actually  get  far  less  than 
100  days  of  coverage  in  these  facilities.  Their  coverage  is  cut  oif  for 
other  reasons.  For  example,  even  though  they  require  care  in  the  facili- 
ties, they  do  not  require  the  skilled  level  of  care  which  is  all  medicare 
covers. 

The  100-day  limit  doesn't  hurt  them  and  changing  it  won't  help 
them.  The  average  covered  stay  is  about  27  days. 

Now.  along  comes  the  President  and  promises  the  elderly  unlimited 
days  of  coverage.  That  is  quite  a  promise  to  the  elderly,  who  have  a 
great  fear  that  a  long  nursing  home  stay  will  mean  financial  ruin. 
They  don't  realize  that  unlimited  days  of  coverage  won't  help  them.. 
They  will  be  cut  off  just  as  before. 

So  I  have  a  broad  question  I  would  like  to  pose:  How  should  we 
answer  the  elderly  people  who  listen  to  the  promises  of  catastrophic 
insurance  and  take  the  proposals  at  face  value?  What  should  Ave  say, 
for  example,  in  reply  to  a  95-year-old  man,  an  officer  in  two  organiza- 
tions of  retired  people,  who  writes  from  Clearwater,  Fla.,  and  here  is 
what  he  says:  *  *  *  are  greatly  interested  in  President's  Ford's 
proposal  to  have  medicare  underwrite  nursing  homes  and  all  medical 
expenses. 

Secretary  Mathews.  Mr.  Chairman,  taking  the  limit  off  the  number 
of  days  would  cost  $1.1  to  $1.4  billion.  Is  it  logical,  then,  to  say  that  a 
program  that  produces  $1.4  billion  of  additional  benefits  doesn't  help 
anybody  ?  It  has  to  help  somebody  if  it  is  costing  $1.4  billion  more. 

ilr.  RosTEXKOwSKi.  Once  the  $500  limit  is  met  by  an  institutional- 
ized patient,  what  incentive  is  there  to  leave  the  institution?  Are  you 
satisfied,  Mr.  Secretary,  that  the  present  status  of  utilization  review 
and  of  PSEO's  is  such  that  those  mechanisms  can  assure  proper  utili- 
zation in  such  cases  ?  AVhat  is  likely  to  happen  in  the  case  of  tenninal 
patients? 

Do  you  think  families  will  prefer  to  allow  their  relatives  to  remain 
in  institutions  where  they  can  be  cared  for  round  the  clock  rather  than 
assume  the  burden  of  taking  them  home  ? 

Secretary  ^Iathews.  Well,  I  think  your  comments  have  answered 
many  of  the  questions  that  you  pose.  It  seems  to  me  that  there  are 
proposals  here  that  would,  in  fact,  limit  utilization.  The  coinsurance- 
is  a  proposal  that  would  do  just  that.  And  as  a  matter  of  fact,  as 
members  of  your  own  committee  have  already  pointed  out,  utilization 
•review — and  I  think  in  addition  to  that,  the  determination  of  the 
medical  profession  in  the  hospitals — ^has,  in  fact,  reduced  the  lengili 
of  stay  in  hospital  consistently  for  the  last  several  years. 

Further.  I  think  it  is  logical  to  say,  that  the  person  who  reaches  the 
number  of  davs  that  will  generate  costs  which  exceed  the  $500  liinit 
will  have  a  truly  serious  illness  where  the  length  of  stay  in  the  hospital 
is  not  open  to  anybody's  discretion.  And  it  is  that  patient  with  that 
un<"ontrollable  illness  with  catastrophic  costs  that  I  think  we  need  to^ 
protect  more  than  the  present  system  does. 
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Mr.  EosTENKOwsKi.  Mr.  Secretary,  in  some  instances,  cliildren  have 
to  make  difficult  decisions  about  their  parents  if  a  parent  is  a  medicare 
patient  in  the  hospitaL  They  will,  I  am  sure,  try  in  most  instances, 
because  of  the  care  that  is  available  in  a  hospital  or  in  a  nursing  home 
facility,  to  insist  that  that  parent  remain  in  the  hospital. 

I  am  just  wondering  whether  this  proposal  encourages  this  type 
of  overutilization. 

Secretary  Mathews.  Very  often  in  the  reports  I  have  heard  about 
the  President's  proposal,  it  has  been  described  that  it  is  unsympathetic 
to  private  people  and  not  compassionate.  The  situation  you  describe  is 
one  that  deserves  a  great  deal  of  compassion,  and  it  is  true  and  it  is 
purposeful,  that  this  particular  proposal,  by  providing  protection 
against  costs  of  long-term  intensive  care,  would  give  children  the 
option  of  keeping  their  parents  in  a  facility  which  provides  an  inten- 
sive level  of  care  that  is  consistent  with  the  illness  rather  than  forcing 
them  to  take  them  out.  It  does  that  purposely. 

I  would  regard  that  as  one  of  the  compassionate  features  of  this 
legislation. 

Mr.  RosTENKOwsKi.  On  another  point,  Mr.  Secretary,  has  the  De- 
partment received  an  adverse  reaction  from  any  larger  States  with 
respect  to  your  medicaid  block  grant  program? 

Secretary  Mathews.  There  is  a  hold-harmless  provision  in  that  bloc 
grant  and  I  have  checked  the  larger  States,  like  New  York  and  Cali- 
fornia, and  under  the  proposed  bloc  grant  they  would  get  an  increase 
in  the  number  of  dollars. 

Mr.  Rc^TENKOwsKi.  All  States  would  ffet  an  increase,  but  would  that 
increase  be  of  such  magnitude  to  continue  to  cover  the  copayments, 
or  the  matchins:  fund  that  the  States  now  get  from  the  Federal  Gov- 
ernment? Would  they  be  able  to  afford  the  level  of  health  care  that 
thev  are  presently  providing  ? 

Secretary  Mathews.  It  would  not,  quite  frankly,  sustain  the  rate 
of  spending:  that  has  occurred  in  some  States.  But  neither  we,  nor  those 
States,  want  to  sustain  that  level  of  spending. 

It  is  true  that  the  provision  does  more  equitably  distribute  Federal 
dollars  for  support  of  health  care,  but  it  does  it  in  such  a  wav— with  a 
hold-harmless  provision  and  a  restraint  on  the  amount  of  increase, 
so  that  no  State  can  enjoy  more  than  a  10-percent  increase— that  any 
increase  above  that  is  redistributed  to  other  States,  According  to  the 
fifiaires  I  have  seen,  each  individual  State  would  receive  a  larger  sum 
than  it  presently  receives. 

As  you  compare  that  amount  to  what  costs  might  be  in  that  State, 
there  are  so  many  factors,  and  some  of  them  improper  factors,  that 
6ould  influence  costs  that  it  would  be  hard  to  make  such  a  comparison. 
But  no  State  would  lose  money. 

Mr,  KosTENKowsKi.  Cutting  back  on  services  under  medicaid.  Mr. 
Secretary,  is  not  going  to  be  a  popular  thing  for  any  State  legislature 
to  do. 

I  am  just  wondering  whether  or  not  the  proposal  as  you  suaforest  it 
would  not  further  bankrupt  States.  T  believe  that  is  why  I  have  had 
a  reaction  from  some  lars-er  States  which  are  opposed  to  this  program. 

Dr.  Ai.TiM-AM.  >Ir.  Chairman,  we  have  had  several  discussions  with 
high-level  officials  in  a  variety  of  the  bisrsrer  States  and  while  there 
is  no  unanimity  with  respect  to  this  program,  it  is  quite  surprising 
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to  me  that,  m  fact,  they  recognize  the  value  to  them  of  the  increased 
fiexibility  m  runiung  their  programs,  and  while  they  would,  of  course, 
prefer  that  the  Federal  Government  give  them  the  flexibility  and  more 
money,  where  they  face  the  choice  between  greater  flexibility  and  more 
money,  but  not  as  much  as  they  might  like,  many  of  them  are  coming 
down  in  favor  of  the  program. 

I  do  not  believe  that  you  can  state,  nor  can  anyone  else  for  that 
matter,  that  in  fact  we  are  going  to  see  unanimity  of  opposition.  As  a 
matter  of  fact.  I  would  suspect  most  of  the  State  legislatures  and  the 
Governors— I  can't  tell  you  the  percentage— would  support  this  pro- 
gram. We  are  workino^  with  the  States  as  well  as  any  other  levels  of 
Government  to  ease  any  transitional  problems. 

For  example,  the  program  calls  for  this  program  to  be  phased  in 
oyer  a  10-year  period.  It  is  a  very  gradual  change.  The  existing  re- 
cipients of  Federal  dollars  are  going  to  be  protected  in  a  declining 
scale.  There  has  been  every  attempt — and  we  are  improving  it  to  the 
extent  people  give  us  suggestions — to  make  any  changes  as  smooth  as 
possible.  So  I  cannot  in  my  discussion  state  that  we  are  going  to  face 
total  opposition,  even  from  the  industrial  States  which  mav,  on  a  rela- 
tive basis,  be  losing  a  little. 

Mr.  RosTEXKOwsKi.  AYelL  I  just  know  that  in  one  particular  State 
with  which  I  am  quite  familiar,  that  there  already  have  been  attempts 
by  the  State  administrators  to  cut  back  on  service;  that  there  has  even 
been  a  delay  in  reimbursement  of  hospitals  simply  to  slow  the  flow  of 
medicaid  funds. 

It  is  very  unpopular  and  politically  unrealistic  to  vote  to  curtail 
such  medical  services. 

That  is  why  I  am  concerned  as  to  whether  or  not  this  $10  billion 
grant  will  be  acceptable  to  the  Governors  and  the  State  legislative 
bodies  when  they  realize  precisely  what  it  means. 

Dr.  Altmax.  Let  mie  just  add  one  thing.  I  think  it  addresses  what 
^Irs.  Keys  was  saying  before.  One  of  the  items  in  the  proposal  which 
the  States  finds  most  attractive  is  that  they  don't  have  to  provide  care 
in  the  boxes  that  the  program  required  them  to  provide  the  care  in. 
You  see,  the  Federal  Government,  in  designing  the  medicaid  legisla- 
tion, adopted  a  very  medical  model  and  as  a  result  the  dollars  flowed 
in  very  specific  categories  mostly  hospital  and  to  a  lesser  extent  nurs- 
ing homes,  to  a  far  lesser  extent,  ambulator}^  care  and  others. 

These  administrators  now  feel  they  can  do  better  by  their  people 
for  less  money  if  they  have  the  flexibility  to  change  it  around,  so  the 
flexibility  to  them  is  very  positive.  I  don't  think  we  can  state  even  with 
less  money,  that  people  will  get  less  care.  We  tend  to  equate  more  dol- 
lars with  more  care,  and  I  think  one  thing  we  have  learned  in  the 
medical  profession  is  that  you  cannot  make  that  statement.  More  dol- 
lars does  not  always  buy  more  care. 

Mr.  CoR^iAX.  Would  the  gentleman  yield  ? 

Mr.  RosTENKOWSKi.  I  will  yield  to  the  gentleman. 

Mr.  CoRMAx.  Can  you  conclude  from  that  that  less  dollars  provide 
more  care  ? 

Dr.  Altmax.  I  can't  say  categorically  because  I  don't  know  how 
they  would  use  it. 

Mr.  RosTEXKOAVSKi,  The  10-percent  coinsurance  will  cause  high,  bad 
debts  attributed  to  medicare  patients.  Do  you  think  medicare's  policy 
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sliould  continue  to  be  payment  of  these  bad  debts  and  if  you  do,  wliat 
are  the  cost  estimates  of  such  bad  debts  that  medicare  will  pick  up  ? 

Secretary  Mathews.  The  reduction  in  bad  debts  from  failure  to  pay 
expenses  related  to  catastrophic  illness  will — our  figures  indicate — 
more  than  balance  off  the  bad  debts  that  will  occur  from  failure  to  pay 
coinsurance. 

So,  because  of  this  balance,  I  don't  believe  there  would  be  any  net 
change  in  our  financial  status. 

Dr.  Altman,  do  you  have  the  figures  on  that  ?  I  know  you  testified 
to  that  point  a  moment  ago. 

Dr.  Altmax.  Two  things  I  think  are  relevant  with  respect  to  the 
bad  debts.  The  catastrophic  proposal,  as  I  indicated  before,  the  $500 
limit,  will  reduce  the  bad  debts  for  hospitals  and  also  reduce  the 
amount  of  money  that  the  medicaid  program  is  required  to  pick  up 
now.  Counterbalanced  to  that  there  will  be  some  increase  in  bad  debts 
with  respect  to  the  introduction  of  the  coinsurance  on  the  early  side. 
The  actuary's  estimate  is  that  on  net,  bad  debts  to  the  hospitals  will 
be  about  the  same  and  the  medicaid  will  actually  benefit  by  an  amount 
which  we  have  not  been  able  to  estimate.  But  that,  in  fact,  more  Fed- 
eral dollars  will  be  substituted  for  medicaid  dollars  as  a  result  of  this 
program. 

Mr.  RosTENKOwsKi.  I  wish  I  could  be  as  optimistic  as  you  are, 
Mr.  Altman. 

Dr.  Altmax.  I  am  not  overly  optimistic,  I  recognize  that  we  are 
dealing  in  an  area  that  we  just  cannot  predict  with  any  accuracy. 
But  the  actuaries  haA^e  made  a  call  that  it  washes  out. 

Mr.  RosTENKOwsKi.  Mr.  Martin  will  inquire. 

Mr.  Martin.  Thank  you,  Mr.  Chairman.  Mr.  Secretary,  and  Mr. 
Commissioner,  good  morning. 

A  remark  was  made  a  moment  ago  that  you  don't  expect  any  una-^ 
nimity  of  opposition  to  the  j)roposals,  and  so  I  looked  through  the 
statements  that  have  not  been  actually  presented  yet  to  see  if  there  has 
been  any  break  in  fairly  solid  unanimity  of  opposition  that  we  have 
seen  so  far.  So  far,  everybody  seems  to  oppose  the  plan  in  major  re- 
spects. Associations  that  represent  older  people  obviously  don't  want 
their  membership  to  have  to  pay  more  now.  The  doctors  don't  want  ta 
receive  less,  the  hospitals  fear  if  the  Government  doesn't  pay  more 
the  patients  won't  be  willing  to  pay  more.  The  social  workers  don't 
want  their  caseload  reduced,  the  unions  don't  want  their  trust  funds  to 
have  to  pay  more.  The  financiers  are  going  to  tell  us  that  unless  Gov- 
ernment payments  continue  to  skyrocket,  they  won't  be  able  to  finance 
more  capital  for  facilities.  Everj^body  wants  the  Government  to  pay 
more  except  you,  I  guess,  and  the  taxpayers. 

Didn't  you  check  with  some  of  these  people  before  you  developed 
these  proposals  ?  [Laughter.] 

Secretary  Mathews.  I  would  say  two  things,  Mr.  Martin.  First  of 
ail,  talking  earlier  about  the  States  and  I  think  Dr.  Altman's  remarks 
are  correct  in  position  of  the  States— — 

Mr.  Martin.  Are  they  going  to  come  in  here  and  tell  us  ? 

Secretary  Mathews.  They  not  only  can,  but  insist  on  speaking  for 
themselves.  My  experience  in  working  with  the  States  is  that  they  very 
strongly  support  our  proposal.  In  fact,  it  Avas  through  talking  with 
them,  that  led  to  the  proposal  to  give  them  flexibility  througli  a  block: 
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o-i-ant  approach.  I  think  you  would  find  great  support  for  that  princi- 
ple rather  than  just  no  unanimity  of  opposition. 

Mr.  ^L\RTix.  I  hope  someone  will  convey  the  word  to  those  people 
that  after  getting  you  out  on  that  limb,  theV  will  come  along  and  help 
pi-op  it  up  a  little  bit.  AYe  need  to  hear  from  them. 

Secretary  Mathews.  The  other  thing  you  pointed  out  very  clearly 
is  that  when  you  do  what  the  President  did,  which  was  to  make  a  hard 
choice  l)etween  alternatives  you  face  up  to  the  fact,  as  one  member  of 
the  committee  said,  that  there  is  no  free  lunch  and  that  the  only  real 
choices  are  hard  choices  between  comparable  benefits  and  advantages. 
And  when  you  make  those  kinds  of  choices  I  don't  think  it  should  be 
surprising  that  you  find  opposition.  It  is  only  when  we  indulge  our- 
•selves  in  seeming  to  make  choices  that  don't  cost  anything  that  we 
■can  expect  great  support. 

Mr.  ]\Iartix.  Well,  I  appreciate  that  expression  of  a  philosophical 
point  of  view  which  I  share,  and  in  a  way  I  expect  my  asking  the 
question  was  a  way  to  get  you  to  say  that,  I  suppose. 

But  you  say  that  one  of  your  goals,  via  cost-sharing  proposals  is  to 
get  greater  consumer  awareness  of  the  cost  of  medical  care  and  yet 
we  don't  even  have  the  consumer  groups  coming  in  here  advocating  it. 
That's  an  understatement. 

Secretary  Mathews.  Well,  I  am  not  sure  that  3^ou  have  heard  from 
the  general  public  on  this  matter;  that  is,  you  have  heard  from 
people  

yir.  ^Iartix.  In  a  Avay  that  is  the  point  I  am  making,  Mr.  Secretary, 
and  what  I  am  saying  to  3^ou  is  that  somebody  that  thinks  this  is  a 
good  idea  ought  to  be  in  here  supporting  it. 

Dr.  Altmax.  Mr.  Martin,  let  me  make  a  coment  and  that  is  in  trying 
to  control  health  care  costs,  everyone  talks  about  it,  but  when  you  get 
right  down  to  it.  none  of  the  groups — the  provider  groups,  the  con- 
sumer groups  and  to  a  large  extent  even  government — is  really  willing 
to  do  anything  about  it.  There  is  no  question  that  consumer  groups 
would  prefer  to  pay  less,  provider  groups  would  prefer  to  receive  more, 
and  the  Government  Avould  prefer  to  have  lower  taxes.  I  don't  tliink 
that's  possible. 

Mr.  Martix.  I  don't  think  so  either. 

Dr.  Alt^max.  In  fact.  I  know  it  is  not  possible. 

Mr.  Martix.  I  don't  disagree  with  you. 

Mr.  Chairman,  that  is  all  I  have. 

Mr.  Rostexkow^ski.  Mr.  Gorman  will  inquire. 

Mr.  CoR>iAX.  Thank  you,  Mr.  Ghairman. 

Dr.  Altman,  cost  control  is  a  wonderful  thing,  but  I  think  we  ought 
to  make  it  clear  for  the  record,  you  are  not  talking  about  cost  control. 
You  are  talking  about  how  much  it  would  cost  the  Federal  Govern- 
ment doing  nothing  to  control  the  cost  of  health  care  in  the  country. 
Is  that  not  accurate? 

Secretary  Mathews.  I  hope  not.  We  certainly  have  been  roundly 
criticized  on  the  7-  and  4-percent  limits  for  trying  to  do  that. 

]Srr.  GoRMAX.  But,  Mr.  Secretary,  the  7  and  4  just  controls  what  you 
pay,  not  what  the  hospitals  and  doctors  charge. 

Secretary  Mathews.  I  think  that  it  is  not  unreasonable  to  assume — 
in  fact,  as  the  Gongress  has  already  assumed  in  proposing  and  enact- 
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ing  limits — that  these  limits  Tvill  have  the  effect  of  restraining  the  sys- 
tem as  a  whole  even  though  they  apply  at  a  particular  point.  That  is, 
the  Congress  seems  to  have  adopted  that  logic.  It  doesn't  seem  to  me  to 
be  an  affront  for  the  administration  to  argue  that  approach. 

Mr.  CoRMAN.  Let  us  look  first  at  hospital  costs  and  they  are  the 
bigger  chunk  of  the  total  bill,  I  believe. 

Secretary  ISIathews.  Sure. 

Mr.  CoR^iAx.  Up  to  this  point,  we  have  gone  on  the  theory  that  we 
would  reimburse  costs  for  medicare  patients.  The  Congress  said  that 
we  would  do  that.  Now,  this  proposal  says  we  will  reimburse  some- 
thing less  than  costs. 

If  we  accept  your  scheme  where  does  the  balance  of  the  cost  fall? 

Dr.  Altman.  Mr.  Corman,  let  me  try  to  answer  that.  First,  as  I 
understand  the  law,  it  is  to  reimburse  reasonable  costs.  The  problem 
is  to  determine  what  is  reasonable.  The  Congress  passed  in  1972,  an 
amendment  to  the  Social  Security  Act  which  required  the  Department 
to  introduce  constraints  on  what  is  considered  reasonable  already.  We 
have  moved  presently  down  to  an  area  to  pay  the  80th  percentile  plus 
a  small  amount.  We  have  already  recognized — — 

Mr.  CoRMAx.  Hospital  costs  ? 

Dr.  Altmax.  Yes,  sir. 

Commissioner  Cardwell.  Yes,  sir,  that  is  now  in  law. 

Dr.  Altiviajq-.  That  is  now  the  law  and  we  are  implementing  it. 

The  problem,  sir,  is  in  this  industry,  it  is  very  difficult,  if  not  im- 
possible, to  draw  the  distinction  between  reasonable  and  unreasonable. 

When  hospital  workers — and  I  am  not  trying  to  pick  on  them,  I 
hope  I  don't  get  any  letters — receive  10-percent  increases  and  teachers 
receive  three,  some  people  will  say  that  is  unreasonable.  The  hospital 
workers  compare  it  to  something  else,  and  say  that  it  is  reasonable. 

When  a  hospital  adds  a  machine  which  is  used  50  percent  of  the 
time,  to  some  people  that  is  unreasonable,  to  others  it  is  reasonable, 
because  they  use  it  50  percent  of  the  time. 

It  becomes  a  very  difficult  job  to  place  the  regulators,  and  you  should 
understand  that  this  proposal  of  limiting  reimbursement  is  set  in  the 
context  of  other  things.  The  Department  is  vigorously  going  ahead  to 
implement  the  Health  Planning  Act,  the  PSRO  program,  HMO's, 
and  so  on.  But  it  is  very  difficult  for  regulators  to  be  asked  to  control 
an  industry  where  the  reimbursement  system  is  willing  to  reimburse 
any  amount  that  that  industry  is  spending.  You're  asking  individual 
people  out  there  to  regulate  against  a  flow  of  dollars  that  they  really 
can't  control. 

The  President  decided  within  the  programs  that  he  had  jurisdiction 
over  or  that  you  have  jurisdiction  over,  to  limit  the  flow  in  those 
programs.  He  did  not  decide  at  this  present  moment  to  use  the  Federal 
authority  to  limit  flows  of  dollars  in  the  private  sector.  But  I  would 
be  surprised  that  the  private  sector,  the  commercial  insurance  compa- 
nies, Blue  Cross,  and  the  businesses  that  are  picking  up  the  tabs,  are 
going  to  be  willing  to  continue  to  pay  the  increases. 

A  35-percent  increase  in  premiums  that  we  have  witnessed  this  year 
not  only  in  the  Federal  Government  program,  but  also  in  a  number  of 
other  big  contracts,  is  forcing  a  rethinking  among  groups  that  had  not 
even  talked  about  health  care  costs  before. 
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So,  I  don't  thiiik  it  is  fair  to  say  that  simply  because  we  are  limiting 
the  rate  of  increase,  all  of  those  dollars  are  going  to  be  passed  on. 

I  think  there  is  going  to  be  an  attempt  to  limit  spending,  first  of  all, 
with  respect  to  the  hospitals.  The  hospitals  cannot  pass  along  the  in- 
creases. They  are  going  to  have  to  figure  out  a  way  to  run  their  hos- 
pitals with  lower  rates  of  Increases. 

Mr.  CoR^iAx.  Well,  the  testimony  of  the  hospitals'  spokesmen  was 
uniformly  to  the  contrary.  They  did  not  indicate  they  were  not  going 
to  pass  them  on,  they  were  just  going  to  pass  them  on  to  different 
people.  What  they  claim  may  not  occur,  but  that  is  what  they  told  us. 

Dr.  Altmax.  The  law  does  not  allow  a  hospital,  in  fact,  to  ask  pay- 
ment from  the  beneficiaries  above  the  rate  that  the  program  pays. 

yiv.  CoR3iAX.  That  is  why  I  said  they  are  going  to  pass  them  on  to 
different  people. 

Dr.  Altmax.  I  am  not  so  sure  about  that  because  Blue  Cross  and 
other  companies  can  simply  not  be  willing  to  pick  up  those  costs,  they 
can  consider  them  unreasonable  with  respect  to  their  program. 

Commissioner  Cardwell.  They  will  have  to  absorb  some  of  them. 

Dr.  Altmax.  They  will  absorb  some,  but  we  don't  know  how  much. 

Mr.  CoRMAX.  There  are  some  peoj^le  left  besides  medicare  and  Blue 
Cross. 

Let's  look  at  the  bloc  grant  proposal  because  it  disturbs  me  a  little, 
especially  when  I  see  that  that  you  propose  California  would  get 
$1,174  million  in  1977,  but  only  $i,127  million  in  1978.  I  am  not  sure 
whether  you  will  be  here  or  not'^but  I  hope  to  be.  I  can  imagine  my  mail 
when  tha^^t  bloc  grant  goes  down  by  almost  $50  million,  especially  when 
we  are  reasonably  certain  that  health  costs  will  continue  to  soar. 

Is  that  really  going  to  solve  the  health  problems  ? 

Secretary  Mathews.  As  I  say,  it  does  redistribute  dollars  according 
to  poverty  populations  and  it  does  it  over  a  long  period  of  time.  But  it 
does  it  in  the  context  of  the  rising  budget,  that  is  the  total  budget  for 
1978  would  be  $10,500  million  as  opposed  to  $10  billion. 

Mr.  CoRMAX.  The  budget's  going  to  go  up  but  are  those  projections 
based  on  the  fact  that  there  will  be  fewer  poor  people  comparatively  in 
1978  than  there  are  in  1977  ? 

Secretary  Mathews.  The  formula  calculation  distributes  the  money 
according  to  the  relative  percentage  of  poverty  level  people  in  a  given 

Mr.  CoRMAX.  Well,  the  gross  dollars  are  going  up  and  California's 
is  going  down  from  1977  to  1978,  according  to  your  projection.  I  would 
like  to  have  an  explanation  sometime,  but  I  don't  propose  to  pursue  it 

^^Dr.  Altiviax.  Mr.  Corman,  let  me  explain  and  I  will  furnish  more 
for  the  record.  There  are  three  factors  in  the  formula.  There  is  the 
number  of  poor  people  in  the  State,  the  per  capita  income  or  the  ability 
of  the  State  to  finance  services ;  and  the  relative  tax  effort  ot  the  btate, 
how  they  tried  to  do  it.  And  because  California  is  a  relatively  wealthy 
State  coinpared  to  many  others,  it  tends  to  lose  on  a  percentage  basis. 
[The  information  follows :] 

Financial  Assistance  for  Health  Care  Act 

The  President's  FT  1977  budget  proposes  to  improve  delivery  of  health  services 
to  the  poor  by  consolidating  16  Federal  health  programs,  including  Medicaid,  into 
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one  $10  billion  block  grant  to  States.  The  proposal,  called  the  "Financial  Assist- 
ance for  Health  Care  Act,"  is  designed  to  : 

Improve  access  to  quality  health  care  at  reasonable  cost ; 

Increase  State  and  local  control  over  health  spending  ; 

Control  Federal  spending,  restrain  growth  of  the  Federal  bureaucracy,  and 
reduce  Federal  red  tape ; 

Achieve  a  more  fair  and  equitable  distribution  of  Federal  health  dollars  among 
States. 

The  proposal  includes  a  requirement  for  the  development  by  States  of  a  State 
Health  Care  Plan.  Public  participation  in  the  development  of  the  plan  is  required 
to  insure  that  increased  State  responsibility  is  coupled  with  expanded  public 
accounting  of  State  health  policies. 

Main  features  of  the  proposal  are  listed  below.  The  Administration  regards 
these  concepts  as  the  basis  for  working  with^Congress,  the  Governors,  and  other 
Interested  groups  with  respect  to  enacting  legislation. 

I.  PROGRAMS  INCLUDED 

The  sixteen  programs  shown  in  Attachment  A  will  be  included,  effective 
■October  1,  1976.  They  fall  into  four  major  categories:  (1)  Medicaid;  (2)  Public 
Health  Service  (PHS)  preventive  and  community  health  programs;  (3)  health 
planning,  construction,  and  resources  development  programs  previously  sub- 
sumed under  the  National  Health  Planning  and  Resources  Development  Act  of 
1974;  and  (4)  the  developmental  disabilities  progTam. 

II.  FUNDING  REQUEST 

The  FY  1977  Budget  requests  $10  billion  for  the  State  block  grant  with  $500 
million  annual  increments  in  Federal  funds  in  future  years.  An  additional  $1.5 
million  in  budget  authority  is  requested  for  program  administration  costs  for  an 
estimated  100  positions. 

III.  DISTRIBUTION  FORMULA 

After  an  initial  period  of  transition,  funds  will  be  distributed  according  to  a 
formula  giving  primary  weight  to  a  State's  low-income  population.  The  formula 
gives  weight  also  to  the  relative  "tax  effort"  made  by  a  State  and  to  a  State's 
per  capita  income.  Under  the  present  system  of  matching  grants  and  the  cate- 
gorical eligibility  structure,  some  of  the  States  with  highest  per  capita  income 
receive  more  than  four  times  as  much  Federal  money  per  poor  person  as  do  States 
with  low  per  capita  income.  Under  this  proposal,  the  poorer  States  will  realize 
the  greatest  increases  in  the  share  of  total  Federal  assistance. 

IV.  PHASE-IN  OF  FORMULA 

A  phase-in  of  the  distribution  formula  will  avoid  any  reductions  in  FY  1977 
t)elow  the  amounts  States  are  estimated  to  receive  in  FY  1976.^  A  gradual  phase- 
in  \^all  allow  States  to  make  the  necessary  program  adjustments.  The  formula 
will  be  applied  beginning  October  1,  1976,  with  the  proviso  that  the  maximum 
increase  for  any  State  not  exceed  10  percent  the  first  year,  and  that  the  re- 
mainder of  the  total  be  distributed  so  that  all  States  not  receiving  the  full  10 
percent  realize  an  equal  percentage  increase  over  FY  1976.  This  will  be  about  8 
percent  (S.l  percent).  In  subsequent  years  States  will  move  toward  the  amount 
allocated  by  the  formula ;  increases  in  any  year  are  limited  to  a  maximum  of 
20  percent  over  the  prior  year,  and  decreases  are  limited  to  a  maximum  of  5 
percent.  Attachment  B  shows  the  distributions  of  block  grant  funds  in  FY  1977 
and  1978. 

V.  PROTECTION  FOB  DIRECT  FEDERAL  GRANTEES 

To  avoid  disruptions  in  health  services  delivery  and  insure  an  orderly,  gradual 
transition  to  the  block  grant  program,  direct  Federal  grantees  (e.g.,  community 
mental  health  centers,  neighborhood  health  centers,  and  alcoholism  programs) 
will  be  protected  from  large  budgetary  reductions  during  the  first  three  years  of 
the  program.  Grantees  w-ill  be  guaranteed  at  least  80  percent  of  their  FY  1976 
grant  level  in  the  first  year,  50  percent  in  the  second  year,  and  25  percent  in  the 
third  year. 


1  Assumes  enactment  of  the  President's  FY  1976  Budget. 
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VI.   STATE  FINANCIAL  PARTICIPATION 

No  State  matcli  is  required  under  the  block  grant  program.  States  and  loc-ali- 
ties  spent  $16  billion  of  tbeir  own  funds  for  health  purposes  in  1975  and  at  least 
this  level  of  spending  is  expected  to  continue. 

VII.  REIMBUESEMENT  AND  COST-SHARING 

States  will  have  broad  latitude  on  reimbursement  levels  and  methodologies, 
except  that  payment  amounts  should  be  sufficient  to  assure  access  to  services  by 
the  target  population.  States  may  impose  any  level  of  premiums  or  cost-sharing 
they  deem  appropriate  on  services. 

Vm.  COVERED  SERVICES 

1.  Personal  Health  Care  (minimum  90  percent).  At  least  90  percent  of  Fed- 
eral funds  must  be  spent  on  personal  health  care  services.  These  include  a  broad 
range  of  activities  including  all  services  now  covered  by  Medicaid  and  other 
grants  being  consolidated,  as  well  as  other  health  services  deemed  appropriate 
by  States  (e.g.,  living  arrangements  that  potentially  substitute  for  institutional 
care).  Services  currently  provided  under  Medicaid  and  the  PHS  grants  are  listed 
in  Attachment  C. 

2.  Community  and  Environmental  Health  Activities  (minimum  5  percent).  At 
least  5  percent  of  Federal  funds  must  be  spent  for  (1)  community  health  protec- 
tion (e.g.,  disease  control,  environmental  health,  health  education)  :  (2)  com- 
munity-based mental  health  services,  including  alcoholism  and  drug  abuse  treat- 
ment, and  (3)  developmental  disabilities  programs. 

3.  Other  Health  Activities  (maximum  5  percent).  The  remaining  5  percent 
may  be  spent  on  other  State-selected  health  activities  including  State  and  sub- 
State  planning,  rate  regulation,  data  acquisition  and  analysis,  and  resources  de- 
velopment. They  may  also  be  spent  for  services  in  categories  1  and  2  described 
above. 

IX.  TARGET  POPULATION  AND  ELIGIBILITY 

States  will  have  broad  discretion  in  setting  income  and  other  standards  for 
defining  the  eligible  population,  except  that  funds  must  be  used  to  assure  that 
the  State's  basic  health  services  are  provided  to  low  income  persons.  States  are 
not  required  to  use  Federal  categorical  restrictions  in  determining  eligibility 
(e.g.,  childless  couples,  single  persons  between  ages  21  and  65,  and  intact  families 
may  qualify  for  assistance),  and  may  deduct  out-of-pocket  medical  expenses  in 
counting  income. 

States  may  not  impose  duration  of  residence  requirements  as  a  condition  of 
participation,  or  illegally  discriminate  against  service  applicants  or  recipients. 
Changes  in  eligibility  from  existing  State  standards  must  be  presented  for  public 
review  and  comment  as  part  of  the  State  Plan. 

Services  financed  with  the  5  percent  community  health  protection,  mental 
health,  and  disabilities  monies  may  be  offered  to  all  individuals  without  regard 
to  income. 

X.  STATE  PLAN  REQUIREMENTS 

1.  A  State  Health  Care  Plan  must  be  developed  annually  as  a  condition  of 
receiving  Federal  funds.  It  will  have  two  major  components :  Part  A  will  cover 
the  entire  State  population,  both  publicly  and  privately  financed  health  serv- 
ices. Part  B  will  concentrate  on  the  population  and  services  covered  by  the 
Financial  Assistance  for  Health  Care  Act. 

The  State  Health  Care  Plan  should  be  directed  at  a  minimum,  toward  achieving 
the  following  goals : 

Assuring  all  citizens  of  the  State,  and  particularly  populations  covered  under 
the  Financial  Assistance  for  Health  Care  Act  access  to  needed  health  services 
of  acceptable  quality. 

Development  and  utilization  of  preventive  health  services. 

Prevention  or  reduction  of  inappropriate  institutional  care. 

Encouraging  the  use  of  ambulatory  care  in  lieu  of  inpatient  services. 

Provision  of  primary  care  services  especially  for  those  located  in  rural  or 
medically  underserved  areas. 

Assurance  of  the  most  appropriate,  effective,  and  efficient  utilization  of  exist- 
ing health  care  facilities  and  services. 
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Promotion  of  community  health. 

2.  Part  A  Requirements. — This  portion  of  the  State  Health  Care  Plan  must  in- 
-clude,  at  a  minimum,  the  following  information  : 

Evaluation  of  the  supply  and  distribution  of  State  health  care  facilities  and 
services  (e.g.,  inpatient,  ambulatory,  long-term  care)  ; 

Assessment  of  the  supply  of  health  manpower  and  manpower  training 
programs ; 

Analysis  of  the  sources  of  health  financing  available  to  State  residents  (e.g., 
private  insurance,  public  subsidies)  : 

Evaluation  of  the  health  needs  of  the  population,  especially  those  in  medically 
undeserved  areas  (e.g.,  rural  areas). 

3.  Part  B  Requirements. — This  portion  of  the  State  Health  Care  Plan  must,  at  a 
minimum,  include  the  following: 

Definition  of  the  eligible  population — including  the  numbers  and  categories 
of  individuals  to  be  served  (e.g.,  aged,  children).  States  must  provide  a  rationale 
for  differences  in  coverage  from  the  plan  of  the  previous  year  or,  from  current 
eligibility  standards. 

.  Definition  of  covered  services — including  amount,  duration  and  scope — and 
a  rationale  for  any  change  from  current  State  programs.  (See  Attachment  C). 

An  assessment  of  the  health  care  needs  of  the  target  population,  and  a  descrip- 
tion of  the  needs  assessment  process. 

Estimates  of  individuals  to  be  served  and  of  the  expenditures  for  each  service 
to  be  provided  and  each  category  of  individuals  to  whom  services  are  provided. 

Identification  of  categories  of  service  providers  and  their  distribution  by 
geographic  area. 

Specification  of  the  standards  for  each  group  of  providers,  explanation  of  the 
process  for  enforcing  these  standards,  and  identification  of  the  State  agency 
(agencies)  responsible  for  enforcement. 

^  Description  of  the  methods  used  to  reimburse  each  category  of  providers  and 
.  the  levels  of  reimbursement  proposed  to  be  offered. 

Assessment  of  the  impact  of  the  services  program  on  particular  populations, 
incluclini?,  but  not  limited  to.  children,  the  elderly,  migrants,  the  mentally  ill,  the 
developmentally  disabled,  the  handicapped,  alcoholics  and  drug  abusers. 

Explanation  of  the  mechanisms  for  program  coordination  between  the  State's 
personal  health  services  program  and  other  human  service  programs  (e.g., 
'Medicare.  SSI,  Title  XX)  and  the  overall  State  Health  Planning  activity. 

Description  of  a  system  under  which  service  applicants  and  recipients  may 
file  complaints  and  re<^eive  a  fair  hearing. 

Provisions  regarding  the  safeguarding  of  information  on  applicants  and 
beneficiaries. 

Definition  of  the  organizational  structure  responsible  for  administration  of 
funds  provided  under  the  Financial  Assistance  for  Health  Care  Act. 

Description  of  quality  assurance  system  (s)  to  be  used  for  each  type  of  pro- 
vider. A  rationale  must  be  presented  for  any  differences  from  the  norms,  criteria 
and  standards  u«ed  for  Medicare  patients. 

Description  of  the  State  planning,  evaluation,  and  reporting  activities  for 
implementing  the  Financial  Assistance  for  Health  Care  Act. 

4.  Plannmg  Process. — ^An  open  and  public  planning  process  is  required  in 
which  broad  input  from  health  planning  organizations  representing  health  inter- 
ests Ce.g.,  providers,  consumers,  insurors)  at  State  and  sub-State  levels  is  as- 
sured. Both  Parts  A  and  B  of  the  State  Health  Care  Plan  must  be  published  and 
made  available  for  pubUc  review  and  comment.  State  Plan  publication,  review, 
and  amendment  procedures  will  be  monitored  by  HEW. 

XI.  CERTIFICATE-OF-NEED 

To  assure  efficient  development  and  distribution  of  costly  institutional  health 
services.  States  must  adm_inister  a  certificate-of-need  program  that  includes  a 
review  and  approval  or  disannroval  of  new  institutional  health  care  services 
proposed  to  be  offered  in  the  State. 

XIT.    QUALITY   ASSURANCE   AND   UTILIZATION  REVIEW 

States  must  have  quality  of  care  systems,  including  peer  review  of  services 
provided  based  on  objective  norms,  criteria  and  standards. 
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Xin.  REPORTS  AND  MAINTENANCE  OF  RECORDS 

States  mnst  submit  a  report  to  HEW  at  the  end  of  each  program  year  which 
« accounts  for  the  expenditure  of  funds  in  accordance  with  the  State- Plan  and 
'   -explains  major  variances.  States  must  also  maintain  records  necessary  for  the 
proper  and  efficient  operation  of  the  program  including  records  regarding  appli- 
cations, determinations  of  eligibility,  the  provision  of  services,  and  program 
expenditures. 

XIV.  ENFORCEMENT,  COMPLIANCE,  PENALTIES 

States  must  have  a  mechanism  for  citizens  to  file  complaints  and  receive  a 
hearing.  In  addition,  aggrieved  citizens  may  bring  civil  suit.  HEW  will  track 
Conformity  by  States  to  State  Plan  and  Federal  requirements  and  complete  an 
annual  financial  audit  of  State  records.  HEW  may  hold  compliance  hearings  and 
terminate  all  Federal  funds  when  there  is  both  a  finding  of  noncompliance  and 
!  State  refu>:al  to  come  into  compliance  or  alternatively,  reduce  Federal  payments 
I  by  up  to  three  (3)  percent  for  each  requirement  for  which  a  State  is  not  in 
compliance. 

XV.  FEDERAL   HEALTH    PLANNING  ACTIVITIES 

1.  Natioval  Council  for  Health  Planning  and  Policy. — A  National  Health 
Planning  and  Policy  Council  will  continue  to  serve  as  a  forum  for  addressing 

ti  issues  of  nationwide  concern  affecting  health  care  in  the  U.S.  The  Council  will 
[     be  composed  of  representatives  of  major  health  interests,  including  consumers, 

State  and  local  government  providers,  insurors,  and  educational  institutions. 

The  Council  will  address  such  concerns  as  (1)  health  costs;  (2)  manpower; 

(3)  resources  allocation/planning  and  regulation  by  States;  and  (4)  the  impact 

of  new  medical  technology  on  the  costs  and  quality  of  health  care. 

2.  Federal  Technical  Assistance  and  Research  for  Health  Planning —The  De- 
partment will  continue  to  develop  technical  assistance  materials,  including  data, 
analyses,  comparative  studies,  and  guidelines  to  assist  States  in  their  health 
l)lanning  and  regulatory  activities.  The  Department  will  also  continue  to  con- 
•duct  research  on  the  impact  of  health  planning  and  regulatory  decisions.  Finally, 

,     .HEW  will  continue  its  efforts  to  develop  national  guidelines  decribing  a  more 
desired  distribution  of  health  resources. 
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ATTACHMENT  A 


Flow  of  Federal  Health  Services  DoHars 

Before  Conso-iustion 

($9.2  Biliion  In  Budnet  Auihorlty  in  197G) 

DepartmefitofHcrlth. 
Education  arui  V/oifare 


6Agenc!es 


16  Programs 


Intermsfiiaries       Beneficiary  G:oii;:.> 


AicoHOi.  nr.us 

MENTAL  rfEAlTH 
AOMINISIHATION 


CENTER  FOR 
DtSEASECOMIhOL 


OFFICE  OF  HUMAN 
DtVELOFMEM 


SOCIAL  ANU 
REHABILITATION 
SERVICE 


HEALTH  RESOURCES 
ADMINISTHATIDN 


->1 


HEALTH  SERVICES 
AOMimSTBAllON 


COMMUMT  V  "ENT/iL 
HfcAUH  CF.NTf  FiS 

ALCOHOl puojtcr 
Af.O  ST  Arc 
FOItM'll  A.  GRANTS 


VENEREAL  f^iSf  ASt 

IMMUNIZATinN 

RAT  Cii.-.'THOL 

LEAD  r,\tm 
POIbONlfiG 
PREVENTION 


OEVELOPMt STAL 
OlSAOIllTIES 


HEALTH  PLANNirVG 
MEDICAL  FACIiniES 
■  CONSTRUCTlOri 


COMMUHITY  HfAlTH 

crxrtfls 

STATf  HfALTH  CRAKTJ 
X<*TEP.N&L  AMD  Cti!lO 

HEALTH 
FAMILY  Pi  INNING 
Vir.nANT  HEALTH 
IMERGENCY  MEDICAL 
■  SERVICES 


V 


STATE  H«MTW  DfPARTMENTS' 
STATE  *f;i><Clt5«  :'IWEl>AKt. 

AlCOKOl  ttl  ■'.  >.i:tlAL 

i!f  ALtH,  cr.iWiFu  cmionEn 

STATE  fl /  "I'lINC  CCHNCIlS 
STATE  Hr.Anii  COOf.UlHATING 

COUNCIL" 
HEALTH  I.VSUnANLf  tOWAKIES 
LOCAL  HtALlH  rroAHTMf MS 
PUBLIC.  PPIV.*.  re  Af,0  hOH- 

pnour  HI -in.M  r.'.Rt 

FACUITU;.  /-^C  f  mOVIOERS 
CENTEHS  ( II!,  Air  iHOL  ABUVE. 
MATFnf.Al  e.:[i  CHUn 
HEALTH.  VI  •.  I'.L  CfALIH. 
COM»'HfH(»«'.iVt  AVD 
COWVI'MTf  SCAITH 
SERV.CCS,  FAMILY  PLANNIHC, 
MIG.IA'iT  HtAi  7K,  ANO 
EMFr.nfNCY  MIDICAL 
SERVlCtJ 
HtAlTH  SYSTEMS  AGEICIEJ 


AlCOHO;  ABL";.tl.S 
MEMAUVIIL  A&UITS  AI«D 

LKlLL'tltV 
Sf  KIAL-MICII  HISK-MINCMTV 

GRDL'fS 
VOIHtRS 

CHIlORtW  ANOYOUIH 

cfrPiLEO  C'lunHrA 

l«CllVIOUAtS»E{KI»(0  rAVlLY 

PlA'.fiif»j  SERVICES 
H'iGRAUT;  )SFASOSi«l 

f ARM  wcHKras 
R£:ir'..'.T£  Of  SfRVICE  AREAS 
PfSlCif.TSOf  RATIHflSTtO 

AHf  A5  Of  Sfi.  ECIkO  CITIES 
rHILt^r"!  IN  Pa£  '.959  HnuSi>(G 

IS  r-KtCTEO  CITIES 

rni  i'.y-'.i^i  K^o  trimabt 

CMhrt.tSf.ftOlNG 

ll.-SiL''!i'iTIO«(S 

Pfnfi'f.?  r  iri!  VENEREAL 

Rf  CIMiMS  IP  A»PC  ASSISTANCE 
CF1T4I';  Rrririf  KT5  Of  CHILP 

tCf.-  jfRVlCCS 
Cfr<lJIN,-f?SC'.3fllGl!«:t  FuR 

Fi'r  KOr  F.tCtlVlfIG  Af  oc 

nr.  SSI 

10*1  l«iCOME  PEHSOHS  UNDER  Tt 
CfflTAlWCARCTAKERJOF  LOW 

l>iCOI.:E  CHILCREK 
CCRtA"<  FOIVfRMfWCAia 

(•tciPirms 

JL'PPlFVtMAf  SFCIJRITY 

■  IftCDWf  1S$!)  CKCIPIENTS 
MEDICALLY  IKOICEST 


After  Consolidation 

($10  Billion  in  Budget  Authority  in  1977) 


ASSISTANT 
SECfiETARV 
FOR  HEALTH 


.FINANCIAL 
ASSISTANCE  fCR 
HEALTH  CARE 


STATE  GOVERNMENT 


tow  INCOME 

INDIV.iOUALS 
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ATTACHMENT  B 
FINANCIAL  ASSISTANCE  FOR  HEALTH  CARE 
GRANT  AMOUNT  BY  STATE,  FISCAL  YEARS  1977  AND  1978 
[Obligations,  millions  of  dollars] 


Fiscal  year— 


1976 

estimate  1977 


1978 


Alabama   150.6  165.7  198.8 

Alaska    11.1  12.0  11.6 

Arizona     12.1  13.3  16.0 

Arkansas    107.3  118.0  141.6 

California    1,086.2  1,174.6  1,123.6 

Colorado   88.9  96.2  100.8 

Connecticut   106.7  115.3  110.8 

Delaware   12.5  13.7  15.5 

District  of  Columbia   71.7  77.5  74.4 

Florida.   158.9  174.8  209.7 

Georgia    227.5  250.4  300.4 

Hawaii     28.3  30.5  29.0 

Idaho    30.0  33.0  39.6 

Illinois   442.4  478.5  459.5 

Indiana   152.4  167.6  184.7 

Iowa    83.8  92.2  110.5 

Kansas    68.5  75.3  90.4 

Kentucky   147.2  161.9  194.3 

Louisiana   155.0  170.5  204.6 

Maine   62.2  68.4  77.2 

Maryland   163.9  177.3  170.2 

Massachusetts    341.9  369.7  354.9 

Michigan   445.6  481.9  462.8 

Minnesota   186.7  201.9  196.6 

Mississippi   112.4  123.6  148.4 

Missoun   101.1  111.2  133.5 

Montana   24.9  27.4  32.9 


Fiscal  year— 


1975 

estimate  1977 


1978 


Nebraska.   39.2  43.1  51.7 

Nevada    15.2  16.7  20.1 

New  Hampshire   24.8  25.8  28.2 

New  Jersey..   235.0  255.2  245.1 

New  Mexico   33.4  36.7  44.1 

New  York    1,609.2  1,740.2  1,670.5 

North  Carolina.   168.2  185.0  222.0 

North  Dakota.    20.4  22.4  26.9 

Ohio     291.9  321.1  344.7 

Oklahoma     130.0  143.0  169.3 

Oregon    75.6  83.2  96.2 

Pennsylvania   436.4  430.0  517.6 

Rhode  Island    58.5  63.2  60.8 

South  Carolina   100.0  110.0  132.0 

South  Dakota   22.4  24.6  29.6 

Tennessee    155.4  170.9  205.1 

Texas                     ....  485. 5  535.1  642.2 

Utah   37.3  41.0  49.2 

Vermont   30.9  34.0  36.2 

Virginia       .    135.2  148.7  178.5 

Washington.   132.8  143.7  138.0 

West  Virginia   47.9  52.7  63.2 

Wisconsin  .   266.6  288.3  276.9 

Wyoming   7.7  8.5  10.2 

Other!..    42.2  44.3  4S.4 

Total   9,184  10,000  10,500 


»  Puerto  Rico,  Guam,  Virgin  Islands,  American  Samoa,  trust  territories. 

Note:  The  share  of  total  Federal  assistance  going  to  a  State  after  phase-in  is  complete  is  determined  by  the  formula 
PXTE  PCI.  Components  are:  P,  the  number  of  persons  in  families  with  income  less  than  1.5  times  the  official  poverty 
level,  TE,  relative  tax  effort,  and  PCI,  per  capita  income. 


Attachmesnt  0 


SEBVICES  NOW  COVERED  UNOEB  MEDICAID  AND  PHS  GRANTS 


Medicaid  services 
Required 

Hospital  services  (inpatient  and  outpatient) 
Physician  services 
Labs  and  X-ray  services 

Skilled  nursing  facility  services  for  persons  over  21 

Screening,  diagnosis,  and  treatment  of  children  (includes  outreach  and  referral 

services) 
Family  planning 

Medically-related  Home  Health  Care  services 
Transportation  to  necessary  medical  care 

Optional 
Private  nursing  services 
Clinic  services 
Dental  services 
Physical  therapy 
Drugs 

Intermediate  care  facility  services 

Mental  hospital  services  for  persons  over  65 

Prosthetic  devices,  eyeglasses,  and  hearing  aids 

Inpatient  psychiatric  hospital  services  for  persons  under  21 

Other  diagnostic,  screening,  preventive,  and  rehabilitative  services 

Skilled  nursing  facility  services  for  persons  under  21 

Services  of  other  practitioners  licensed  under  State  law 


216 


PUS  Grantee  Services 
Community  Mental  Health  Centers 
Alcoholism  Services 
Rat  Control 
Lead-based  paint 
Immunizations 
Venereal  disease 
Comprehensive  Health  Centers 
Family  Planning" 
Maternal  and  Child  Health 
Emergency  Medical  Services 
Migrant  Health  Services 

Health  Planning,  Construction,  and  Resources  Development 

Mr.  CoRMAN.  They  get  wealthier  between  1977  and  1978;  is  that' 
your  projection  ?  I  am  trying  to  

Dr.  Altman.  No,  no.  The  1977  is  a  phasein.  The  way  the  formula 
works  is  that,  it  begins  to  operate  only  in  1978,  very  slowly.  As  17 
said,  it  will  be  phased  in  over  a  10-year  period. 

Mr.  Gorman.  All  right. 

In  1975,  we  spent  $1,213  million  Federal  dollars  in  the  health  care 
field  for  other  than  medicaid. 

Yon  propose  to  drorj  that  to  $708  million?  That  is  for  programs 
like  maternal  and  child  health,  migrant  health,  and  commmiity  health 
centers.  I  recognize  that  it  is  going  to  be  the  pleasure  of  the  States 
to  figure  out  where  to  save  that  half  billion  dollars.  Is  that  really 
going  to  give  us  better  health  care  in  this  country  just  because  the 
States  have  a  chance  to  decide  where  they  will  make  those  cuts  ? 

Secretary  Mathews.  The  thought  is  that  by  eliminating  categorical 
programs  which  fail  to  take  account  of  individual  needs  or  concen- 
trate assistance  in  one  area  while  excluding  another  area,  the  States 
will  have  an  opportunity  to  consolidate  their  services  and  their  ap- 
proaches to  individuals  in  a  way  that  will  allow  more  effective  delivery 
of  ser^dces.  That  is,  as  I  look  af  these  programs,  they  deal  with  people 
in  a  most  mechanistic  way.  They  deal  with  people  in  terms  of  whether 
thev  have  been  subject  to  rat  poisoning  or  whether  they  have  been 
subject  to  some  other  particular  illness.  And  they  do  not  allow  either 
the  State  or  the  providers  to  attend  to  them  in  terms  of  their  overall 
needs. 

It  occurs  to  me,  and  I  think  to  a  great  many  other  people,  that 
that  narrow  kind  of  categorization  results  in  really  a  misapplication 
of  dollnrs.  The  flexibility  that  the  President  proposes  would,  we  be- 
lieve, allow  us  to  do  a  better  job  of  serving  people  by  consolidating 
and  making  more  comprehensive  some  of  these  services. 

The  other  thine;  that  I  would  note  is  that  the  figure  you  cited  was, 
I  think  a  comparison  between  the  budget  that  vou  recently  passed 
for  fis^nl  rear  1976  and  the  budget  that  the  President  presently  pro-  ; 
poses  for  fiscal  year  1977.  The  differences  there  bear  not  so  much  on 
p  differences  of  priorities  for  a  particular  program,  but  on  a  larger 
difference  of  opinion  between  the  President  and  the  Congress  as  to  ' 
a  total  level  of  spending. 

So,  in  order  to  determine  the  President's  given  intent  and  his  pri-  ] 
orities  as  compared  to  yours,  probably  the  best  course  would  be  to  j 
look  at  what  he  would  recommend  for  a  given  line  as  portion  of  what  r  I; 
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he  thmks  is  the  proper  total,  as  opposed  to  what  Congress  assigns  to 
tliat  line  m  relation  to  its  projected  total  Federal  expenditure. 

Mr.  CoRMA^^.  I  have  your  figures  here.  For  maternal  and  child 
health  in  1975,  we  spent  $293  million.  Under  your  bloc  grant,  you, 
will  spend  an  estimated  $210  million.  Is  that  because  we  were  spend- 
ing too  much  money  on  maternal  and  health  care  in  1975  ? 

Secretary  :Mathews.  No,  sir;  I  think  the  figures  that  we  have  in 
that  particular  field  are  somewhat  misleading  in  that  I  believe  that 
the  $293  million  represents  an  accumulation  of  some  spending  pat- 
terns. The  actual  sustained  level  of  outlay  there  was  somewhat  less- 
than  that;  the  $210  million  is  not  that  far  off  the  sustained  level  of 
outlay. 

Mr.  CoRMAX.  Perhaps  I  think  

Secretary  Mathews.  If  you  look  at  the  concentrated  level  of  spend- 
ing in  that  program.,  there  has  been  no  decision  by  the  President  that 
miaternal  and  child  health  care  is  not  as  important  as  any  other.  No 
policy  decisions. 

Mr.  CoRMAX.  It  is  your  Department's  chart,  Mr.  Secretary,  I  can- 
not defend  it. 

Dr.  Altmax.  The  amount  surrounding  the  Public  Health  Service 
dollars  was  made  independent  of  the  bloc  grant  and,  as  you  know,  for 
the  last  2  years  the  President  and  the  Congress  have  been  having  a 
series  of  discussions  concerning  what  the  appropriate  appropriation 
levels  should  be  for  these  programs.  ^^T^iat  the  discussion  centers  on  is 
the  extent  to  which  these  categorical  programs  can  make  greater  use 
of  the  medicaid  program  as  a  reimburser  as  well  as  some  patient  cost 
sharing,  as  opposed  to  relying  on  first  dollars  from  the  Federal  Gov- 
ernment through  the  categorical  program.  So,  the  President  proposed 
a  20-percent  leduction  in  the  level  of  the  categorical  program  based, 
on  studies  which  would  indicate  that  that  20  percent  could  be  made  up 
through  a  combination  of  increased  medicaid  spending  plus  increased 
patient  cost  sharing.  And  it  was  that  discussion  in  regard  to  a  number 
of  programs  that  led  to  his  recommendations  for  the  1976  budget. 
Then  the  bloc  grant  carried  through  those  dollars. 

Now,  the  Congress  has  appropriated  over  the  President's  veto  the 
amount  and  the  President  has  sent  up  a  rescission  message.  When  that 
gets  cleared  up  we  will  have  to  go  back  and  fiddle  around  with  the 
figures  again. 

Mr.  CoRMAX.  My  time  is  up.  Later,  will  you  tell  me  what  is  wrong 
with  the  1975  figures  because  you  ought  to  know  what  those  were  ? 
Dr.  Altmax.  AVe  had  those. 

]Mr.  CoR^iAX.  I  am  looking  at  the  chart  here,  and— my  time  is  up^ 
though.  I  will  be  back  with  you  later. 
Mr.  RosTEXKOWSKi.  Mr.  Waggonner  will  inquire. 
Mr.  "Waggoxxer.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  want  to  welcome  7/0U  here  before  Ways  and  Means.. 
I  suppose  that  you  and  I  would  be  in  agreement  that  we  don't  need  - 
anybody  else  here  in  this  room,  up  at  this  table  or  down  at  yours,  to- 
help  us  talk  southern.  [Laughter.] 

Secretary  Mathews.  I  think  we  can  understand  each  other  very 
well,  Mr.  Waggonner. 

Mr.  Martix.  The  gentleman  is  not  objecting  to  those  of  us  who  do?' 
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Mr.  Waggonnee.  I  am  not  objecting  to  anything.  I  just  think  we 
have  a  very  distinct  Secretary  at  HEW,  fully  qualified  by  anybody's 
standards  to  be  Secretary  of  Health,  Education,  and  Welfare. 

Mr.  Secretary,  it  seems  to  me  that  maybe  we  are  moving  down  to  the 
point  that  we  might  unconsciously  be  designating  a  whipping  boy  as 
we  attempt  to  control  medicare  costs.  I  am  fearful  that  somebody  at 
the  end  of  the  line,  as  in  most  respects  hospital  people  are,  might  turn 
out  to  be  the  whipping  boy  for  something  they  really  have  no  control 
over. 

Now,  you  estimate,  and  I  know  the  danger  of  hard  statistics,  that 
the  hospital  per  diem  costs,  because  of  a  number  of  reasons,  will  in- 
crease from  1976  to  1977  by  about  141^  percent.  But  you  propose  to 
limit  their  additional  costs  for  which  the  Government  will  pay  to  7 
percent. 

How  are  the  hospital  people  at  the  end  of  the  line  going  to  be  able 
to  exercise  any  control  over  that  other  7i/2  percent?  lYliat  is  it  that 
they  can  do  to  stay  in  business  ? 

Secretary  Mathews.  All  right,  sir,  I  think  here  are  your  options. 
You  have  got  a  system,  a  hospital  care  system,  whose  inflationary  rate 
dwarfs  that  of  the  entire  econoni}^  or  any  single  segment  of  the  econ- 
omy. The  only  thing  that  compares  with  that  inflationary  rate,  if  you 
plot  it  out,  is  the  trajectory  of  one  of  those  rockets  that  they  send  up 
at  Cape  Canaveral. 

Once  you  make  the  decision  that  such  an  inflationary  rate  is  not  only 
unacceptable,  but  impossible,  then  you  are  faced  with  deciding  how 
you  are  going  to  control  that  cost.  One  way  to  control  it  is  just  to 
federalize  the  whole  system.  You  can  control  everything  so  that  you 
don't  put  anybody  in  the  position  of  having  to  deal  with  the  hospital 
people.  I  am  sure  the  hospital  people  told  you  that  they  have  to  deal 
with  people  who  have  no  controls  or  restraints  on  them  so  that  the 
hospitals  are  always  left  holding  the  bag. 

Well,  I  think  there  are — and  I  wouldn't  have  to  explain  them  to 
you — some  very  good  reasons  for  thinking  at  least  twice  about  fed- 
eralizing the  whole  system  or  even  

Mr.  Waggonner.  The  first  alternative  to  me  is  totally  unacceptable. 

Secretary  Mathews.  That  is  right.  That  is  one  thing  we  can  figure 
out  not  to  do. 

Now,  then,  once  you  have  decided  that  the  health  care  inflation  rate 
has  to  be  controlled  but  that  you  will  not  control  everything,  then  you 
have  to  decide  to  control  something.  Once  you  decided  to  control  some- 
thing, whatever  that  entity  is,  it  can  make  the  same  arguments  the 
hospital  people  make.  But  if  your  first  assumption  is  correct,  that  is 
that  the  current  rate  of  increase  is  impossible ;  and  if  your  second  as- 
sumption, is  correct,  that  to  try  to  federalize  the  whole  system  would 
create  more  problems  than  it  would  solve,  then  there  is  only  one  con- 
clusion left,  and  that  is  that  you  must  grab  somewhere. 

And  then  the  question  becomes,  "Where  is  the  most  logical  point  to 
make  a  grab  at  this?"  The  President  says,  "Well,  the  most  logical 
point  is  where  the  Federal  Government  does  have,  in  fact,  control." 
And  by  taking  this  initiative  and  leadership,  it  is  possible,  without 
going  to  the  alternatives  that  are  objectionable,  to  begin  to  constrain 
this  system.  It  is  really  imperative  that  this  initiative  have  a  spread- 
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ing  effect  throughout  the  industry ;  that  is,  we  certainly  hope  that  this 
I    will  be  

Mr.  Waggoxxer.  Mr.  Secretary,  the  spreading  effect  will  hopefully 
have  had  its  effect  before  it  gets  to  the  hospital. 

Suppose  that  all  the  goods  and  supplies  and  services  that  the  hospi- 
tal is  required  to  dispense  are  not  available  at  a  cost  which  will  let 
them  hold  this  to  7  percent ;  what  to  do  ?  We  have  already  said  that 
maybe  Blue  Cross  and  the  other  insurance  companies  would  not  let 
those  charges  overthrow,  make  those  who  pay,  pay  more  to  take  care 
of  these  costs  and  hold  it  to  7  percent. 

This  is  it.  I  know  we  have  to  grab  where  there  is  something  to  hold 
on  to,  but  I  am  just  having  trouble  seeing  how  the  hospital  itself  con- 
trols the  supply  lineup  to  the  point  that  they  dispense  goods  and 
services. 

Secretary  Mathews.  The  only  way  you  can  control  all  the  supply 
lines  is  to  federalize  the  whole  business. 

Mr.  Waggoxxer.  Well,  are  we  making  a  mistake  by  federalizing  the 
7  percent  ? 

Secretary  Mathews.  The  Federal  Government  already  has  control 
of  that  portion  of  the  industry  which  would  be  subject  to  the  7-percent 
limit. 

Mr.  Waggoxxer.  But  are  we  making  a  mistake  in  doing  that  ?  Should 
we  have  that  control  ? 

Secretary  ^Mathew^s.  I  go  back  to  our  mutual  conclusion  that  you 
really  have  to  restrain  this  system  and  that  to  restrain  it  somebody 
lias  to  step  in  at  some  point.  The  President  says,  "I  think  I  can  step 
in  at  this  point." 

^Ir.  Waggoxxer.  There  has  been  a  feeling  in  Social  Security  that  I 
have  come  across  in  times  gone  by,  on  the  part  of  some — I  am  not 
naming  anybody  by  name — but  those  who  administer  the  program 
have  on  occasion  objected  to  the  fact  that  the  proprietary  hospitals 
make  money,  a  profit  in  delivering  their  services. 

Is  this  creating  a  problem  within  the  administration  ?  How  much  of 
that  thinking  is  there  now  ? 

Secretary  Mathews.  Commissioner  Cardwell  would  give  you  the 
answers  on  that. 

Commissioner  Cardwell.  The  real  issue  is  the  unit  cost  of  such 
hospitals  and  in  recent  years  the  experience  has  been  that  proprietary 
hospitals,  those  who  are  clearly  in  the  business  for  profit,  have  favora- 
})le  unit  costs.  On  the  surface,  it  would  appear  to  be  that  they  are 
somewhat  more  efficient.  I  think  it  is  a  little  more  complex  than  that. 
Several  of  the  newer  and  more  venturesome  proprietary  groups  have 
come  into  the  business  as  a  result  of  advance  planning;  they  have 
bought  out  hospitals  that  they  had  reason  to  believe  were  efficient  in 
the  first  place ;  they  have  tended  not  to  lunge  toward  new  technology 
as  quickly  as  nonproprietary  hospitals.  And  they  have  tended  to  be  a 
bit  niore  zealous  of  how  they  apply  their  dollars.  But  the  record  shows 
clearly  that  the  net  result  has  been  that  their  efficiency  and  their  unit 
costs  are  either  equal  to  or  more  favorable  than  those  of  other  hospi- 
tals. Of  course,  this  is  a  generalization.  There  are  exceptions. 

Mr.  Waggoxxer.  If  that  is  the  case  with  the  proprietary  hospitals 
and  they  are  indeed  more  efficient,  doesn't  that  seem  to  be  counter  to 
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the  recommendation  that  those  who  are  more  efficient  are  bemg  penal- 
ized with  the  limitation  of  7  percent  ? 

Commissioner  Cardwtsll.  I  don't  think  it  necessarily  means  that. 
Many  of  the  

Mr.  Waggoiv-ner.  But  that  could  be  the  end  result,  could  it  not  ? 

Commissioner  Cardwell.  That  they  would  be  penalized  more? 

Mr.  Waggonner.  Yes,  sir. 

Commissioner  Carda^tell.  If  they  have  pared  marginal  costs,  it 
could  be  that  the  7-percent  impact  could  be  greater.  On  the  other  hand, 
perhaps  the  tendency  for  their  costs  to  rise  won't  be  as  great  in  the 
first  place,  and  they  would  be  closer  to  7  percent  in  the  first  place. 

Dr.  Altaian.  I  might  add  one  footnote  to  that.  During  the  economic 
stabilization  program,  the  hospitals  that  fared  the  best  were  those  that 
had  tight,  effective  management,  and  many  of  the  chains,  proprietary 
chains,  were  strong  advocates  of  that  program.  I  am  not  saying  they 
favor  the  7  percent,  but  what  we  found  is  that  it  is  not  clear  at  all  that 
a  tightly  run  ship  can't  be  even  tighter.  Part  of  the  problem  is  that 
some  hospitals  don't  have  their  costs  in  control,  and  while  they  might 
look  like  they  could  benefit  from  a  reduction,  they  can't  accommodate 
these  limits.  And  the  proprietary'  hospitals  were  quite  able  to  succeed 
under  the  economic  stabilization  program. 

Commissioner  CARD^y-ELL.  ~My.  ^Yaggonner,  cotild  I  make  one  further 
point  about  the  proprietaries — here  again  it  is  a  generalization.  I 
do  not  Avant  to  imply  that  they  are  the  ultimate  answer  to  efficient 
delivery  of  hospital  care  in  this  country  because  many  of  those  hospi- 
tals which  appear  to  be  most  efficient  have  clearly  limited  their  reach 
and  their  commitment  to  the  commuinty.  In  doing  so,  they  have  mini- 
mized their  risks.  So,  there  are  tradeoffs. 

But  overall,  the  proprietaries  are  showing  that  they  come  out  very 
well. 

Mr.  Waggoxner.  Thank  you,  Mr.  Chairman. 
Mr.  KosTEXKowsKi.  Mr.  Cotter  will  inquire. 
Mr.  Cotter.  Thank  you,  Mr.  Chairman. 

Mr.  Waggonner  made  an  excellent  point.  I  am  not  new  to  this  area. 
I  was  an  insurance  commissioner  in  Connecticut  for  some  12  years.  I 
fought  this  hospital  cost  problem  because  I  w\as  the  guy  who  had  to 
approve  the  Blue  Cross  and  private  insurance  rates  when  they  came  in 
for  a  raise.  Believe  me,  I  made  every  sincere  effort  to  keep  them  within 
bounds.  I  just  don't  see  hoAv  this  is^ossible.  Is  this  7  percent  going  to 
be  a  goal  or  is  it  going  to  be  statutory  ? 

Secretary  IMathews.  It  is  part  of  our  proposed  legislation  so  in  that 
case  it  would  be  statutory. 

Mr.  Cotter.  This  gives  me  grave  concern.  What  are  these  hospitals 
going  to  do  to  pick  up  the  additional  7  ?  Even  if  you  cut  it  to  10  you 
have  that  lag.  Today  there  are  so  many  things  that  are  uncontrollable 
and  which  a  hospital  is  faced  with.  Take  malpractice,  we  had  testi- 
mony here  yesterday  that  one  hospital,  the  cost  of  malpractice  insur- 
ance was  $30  per  bed  per  patient  day;  you  have  your  energy  costs, 
Avhich  have  gone  through  the  roof;  you  have  food  costs,  and  other 
supplies.  How  do  you  do  it? 

Secretary  Mathews.  I  can  appreciate  your  concern  because  I  used 
to  be  responsible  for  a  hoSDital  myself. 
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Mr.  CoTTEPv.  You  put  the  ceiling  on,  Mr.  Secretary,  and  who  will 
pick  up  the  remainder  ? 

Secretary  IMathews.  The  thing  that  I  find  inescapable- 
Mr.  Cotter.  I  think  it  is  commendable.  I  wish  we  could  keep  it  to 
5  p^ercent.  but  I  just  don't  see  how  it  is  possible. 

Secretary  Mathews.  5  percent  obviously  is  impossible.  But  two 
Things  motivate  me.  One,  there  have  been  within  recent  history,  pe- 
riods of  time  when  the  rate  of  increase  was  less  than  10  percent.  So, 
we  are  not  proposing  something  that  has  never  happened. 

Mr.  Cotter.  But  there  are  other  factors  now  like  collective  bargain- 
ing which  you  never  had  for  hospital  employees;  you  can  now  sue  a 
hospital  which  you  couldn't  do  years  ago;  these *^are  factors  which 
tliey  just  can't  control. 
^  Secretary  ;Mathews.  Well,  another  factor  that  speaks  to  the  other 
side  of  the  issue  is  that  ever^'  other  segment  of  our  economy  is  facing 
many  of  the  same  problems.  Educational  institutions,  for  example, 
have  many  of  the  same  kinds  of  problems.  They,  too,  are  vulnerable  to 
inflationary  impact. 

Mr.  Cotter.  There  is  no  doubt  about  it,  Mr.  Secretary,  but  in  the 
hospital  you  are  dealing  with  human  lives.  You  have  to  have  skilled 
personnel  to  take  care  of  the  patient;  you  can  do  it  with  one  less  uni- 
versity professor  in  the  university,  but  there  are  limits  that  you  can 
cut  in  a  hospital. 

Secretary  Mathews.  But  in  this  respect  they  both  deal  with  costs 
tlioy  cannot  control.  There  are  many  similarities,  and  it  is  not  just 
cdiicarion,  but  many  other  institutions  in  our  society  that  are  limiting 
their  increases  to  less  than  10  percent. 

!Mr.  Cotter.  You  are  not  very  persuasive;  I  just  can't  buy  it,  really. 

Secretary  Mathews.  I  wouldn't  say  that  the  decision  to  impose  a 
limit  wasn't  difficult  and  you  know  better  than  most  know  how  difficult 
it  is.  ^ye  do  not  propose  it  as  an  easy  measure,  but  we  really  feel  some- 
body has  to  step  in  in  an  authoritative  way. 

Mr.  Cotter.  But  the  medicare  beneficiary,  the  taxpayer  has  to  pick 
up  the  remainder.  There  is  no  question  about  it.  There  has  to  be  a  lag 
there. 

I^r.  Altmax.  Mr.  Cotter,  the  question  becomes  when  so  many  of  the 
dollars  that  go  to  hospitals  come  directly  from  the  patient. 
Mr.  CorrER.  Xo  question  about  it. 

Dr.  Altmax.  We  have  created,  as  you  know,  a  system  of  dollars  that 
are  flowing  out.  Xow,  to  accept  the  logic  that  you  seem  to  be  accept- 
ing— and  I  hope  you  are  not,  really — that  whatever  dollar  is  being 
spent  lias  to  be  spent,  then  we  inevitably  get  into  the  situation  that 
the  Secretary  pointed  out  where  the  percentage  of  our  gross  national 
product  going  to  health  which  is  now  probably  over  8.5  percent,  and 
will  easily  approach  10  percent  in  the  next  2  years  and  continue  to 
grow,  anci  will  begin  to  seriously  erode  our  capacity  to  spend  money 
on  other  human  services. 

Once  you  accept  that  that  is  an  undesirable,  if  not  impossible,  situa- 
tion, you  are  going  to  have  to  begin  to  bring  controls  on  the  hospitals. 
I  think  it  is  a  mistake  to  criticize  an  individual  hospital  administrator. 
I  have  said,  and  others  have  said,  that  this  is  not  where  the  issue  is. 
The  issue  is  really  almost  a  societal  decision  on  how  much  we  want  to 
spend  for  health  care  and  it  is  partly  made  by  the  Government,  either 
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directly,  tlirougli  the  money  Spent,  or  indirectly,  through  its  subsidies 
•of  insurance  and  other  things.  Every  country*  that  has  made  the  de- 
cision to  take  health  out  of  the  marketplace  has  been  forced  into  the 
isituation  of  limiting  the  flow  of  dollars. 

Hight  now,  we  have  taken  it  out  of  the  marketplace  almost  entirely, 
Hot  completely,  but  have  not  limited  the  flow  of  dollars. 

Mr.  Cotter.  But  I  still  get  back  to  the  point  which  is  irrefutable : 
There  are  so  many  factors  going  into  hospital  costs  over  which  there 
is  absolutely  no  control,  and  I  am  talking  about  energy,  when  you  are 
paying  18  cents  a  gallon  for  heating  oil  previously  and  now  you  pay 
45  cents.  When  malpractice  insurance  has  gone  up  five  to  tenfold,  how 
do  you  propose  to  do  it  ? 

Dr.  Altman.  I  think  there  are  certain  specifics. 

Mr.  Cotter.  Let  me  give  you  an  example.  I  live  in  the  city  of  Hart- 
ford. In  my  community  we  have  great  hospitals,  and  they  are  tax- 
exempt.  Now,  there  is  a  proposal  by  the  city  to  charge  the  hospital  for 
services  the  city  provides.  These  city  services  are  an  added  burden 
which  hospitals  never  anticipated  and  never  had  before.  But  in  Hart- 
ford, the}^  have  reached  a  saturation  point  as  far  as  the  property  owner 
is  concerned.  They  just  can't  tax  any  more.  So,  they  have  to  look  for 
new  revenues  and  it  is  going  to  fall  on  the  hospitals,  in  part. 

I  am  not  crying  for  the  hospitals,  but  I  just  don't  see  how  you  are 
going  to  do  it. 

What  proportion  of  that  23-percent  savings  is  attributable  to  the 
7 -percent  and  the  4-percent  ceiling  ? 
Dr.  Altman.  About  $900  million. 
Mr.  Cotter.  Percentagewise,  what  is  it  ? 

Dr.  Altman.  $900  million  will  come  from  the  reduction  in  the  pro- 
viders ;  $500  million,  approximately,  from  the  

Secretary  ^Iathews.  No,  less  than  that.  An  overwhelming  percentage 
of  it,  $1  billion  out  of  $1.3  billion,  roughly. 

Mr.  Cotter.  Is  that  right? 

Secretary  Mathews.  Yes,  sir.  $909  million  out  of  $1.31  billion.  That 
was  the  point  I  was  making  earlier.  The  President  is  not  looking  for  a 
savings  out  of  the  catastrophic  insurance  program.  He  is  looking  for  a 
savings  in  this  7  and  4  percent  deliberate  cost-saving  program. 

Mr.  Cotter.  But  you  must  admit  you  will  pay  between  $500  to  $800 
million.  My  time  is  up. 

Secretary  Mathews.  You  shouldn't  say  that  to  me. 

Mr.  KosTENKOwsKi.  Mrs.  Keys  will  inquire. 

Mis.  Keys.  Mr.  Secretar}' ,  I  have  a  couple  questions  to  ask  you  about 
your  basic  attitudes. 

Secretary  Mathews.  Yes. 

Mrs.  Keys.  We  have  been  spending  a  lot  of  time  in  the  committee  in 
hearing  listening  to  people  trying  to  decide  among  themselves  where 
we  can  go  to  influence  the  system  to  provide  some  kind  of  cost  controls. 

And  yet  we  look  at  support  from  HEW,  from  the  administration  and 
requests  in  the  fiscal  1977  budget  and  w^e  find  the  Health  Planning 
and  Resources  Act  with  a  lack  of  leadership  and  a  lack  of  funding. 
We  find  the  same  true  in  PSRO's ;  we  find  no  real  investigation  in 
other  areas  such  as  rate  review  or  prospective  payments ;  and  yet  we 
see  in  these  proposals  the  attempt  to  go  to  the  individual  who  needs 
health  care  and  increase  costs.  It  seems  to  me  this  is  an  attempt  to  affect 
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utilization,  to  decrease  utilization  or  to  ration  health  care  by  the  method 
of  price. 

Do  YOU  agree  that  rationing  by  price  is  an  acceptable  control  for 
something  as  basic,  as  much  a  right,  as  essential  as  health  care  in 
a  democratic  society  ? 

Secretary  Mathews.  Xo  ;  I  don't.  As  a  matter  of  fact,  I  couldn't  be 
more  delighted  that  you  have  asked  me  this  particular  question,  because 
Ave  have  tried  on  earlier  occasions  to  describe  the  President's  overall 
pliilosophy  about  health.  You  have  to  look  at  his  total  program.  You 
can't  take  just  one  aspect  of  it — medicare  or  the  block  grant — and 
make  a  j  udgment  about  how  he  views  the  problem. 

I  think  he  views  the  problem  in  much  the  same  way  you  do,  that  iri 
order  to  improve  the  health  care  system  you  have  to  attack  on  all 
fronts.  Altliough  that  might  be  bad  military  strategy,  that  is  excellent 
health  strategy.  You  have  to  deal  with  a  variety  of  problems  at  the 
same  time.  You  cannot  deal  with  just  the  financial  problem,  but  neither 
can  you  neglect  it. 

You  must  also  deal  with  programs  that  would  attempt  to  get  at  the 
problem  before  it  becomes  a  problem.  These  are  programs  which  stimu- 
late professional  competence  by  providing  professional  review  of  what 
is  done.  This  administration  is  very  much  committed  to  the  PSEO  pro- 
gram and  intends  in  fiscal  1977  to  have  PSRO's  in  some  developmental 
stage  in  all  203  of  the  areas  in  which  PSRO's  are  planned.  More  than 
that,  we  hope  to  have  over  a  quarter  of  all  admissions  being  reviewed  by 
tlie  PSRO  mec^hanism  under  this  budget  by  the  year  1977. 

There  are  other  things  that  must  be  done  to  both  improve  health  care 
and  to  improve  our  system  for  delivering  health  care. 

It  seems  to  me  overwhelmingly  apparent  that  we  cannot  continue 
to  rely  on  the  formal  health  care  system  in  the  way  that  we  currently 
rely  on  it.  Although,  unfortunately,  we  cannot  quote  any  specifi^c 
iigures,  there  is  in  this  country  an  increasing  dependency  on  the  medi- 
cal care  system  and  the  demands  on  that  system  are  occasioned  more 
by  social  definition  than  by  some  biological  rate  like  microbes  per 
person.  So,  in  order  to  speak  to  those  problems,  which  are  really  the 
pervasive  problems,  you  have  to  adopt  a  strategy  that  concentrates 
on  preventive  medicine.  Such  a  strategy  concentrates  on  providmg 
health  care  information  to  people  so  that  they  can  make  their  own 
decisions  about  Avhen  and  how  appropriately  to  use  the  system.  I 
think  you  have  to  develop  measures  that  enlist  people  outside  the 
medical  profession  to  assist  in  solving  our  difficulties  in  health  care 
delivery.  I  think  vou  also  have  to  provide  measures  that  speak  to  the 
problems  of  geographic  and  specialty  maldistribution  of  medical  per- 
sonnel as  we  have  tried  to  do  in  our  proposed  amendments  to  the 
Health  Manpower  Act.  I  think  you  have  to  attack  on  all  these  fronts. 

Mrs  ivEYS  Thank  vou.  There  are  several  direct  answers  I  would 
like  I  think  that  is  a  "little  off  the  question  because  m  this  proposal, 
Mr  Secretarv,  the  President,  you  are  asking  $5.8  milhon  senior  citi- 
zens to  pav  more  than  many  can  afford.  They  are  most  directly  in- 
volved in  the  need  for  health  care,  they  have  need  for  more  hospital 
visits,  more  doctor  visits,  more  than  they  have  m  any  other  part  o± 
their  lives.  Their  median  income  is  $4,205,  as  reported  by  Mr  Card- 
well,  and  you  are  directing  this  proposal  to  those  people  m  that  status 
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^of  needing  health  care  more  than  other  people,  having  less  income 
than  other  people,  and  saying  to  them,  "You  must  begin  paying  about 
12  percent  more  for  the  health  care  you  are  getting."  Actually  there 
are  varying  figures,  but  we  heard  yesterday  that  the  National  Senior 
Citizens  Council  told  us  that  there  are  only  25,000  people  now  re- 
maining m  the  hospital  beyond  the  75th  day. 

Commissioner  Cardwell.  That  figure  is  incorrect. 

I^Irs.  Keys.  And  they  will  end  up  paving  $500.  We  heard  another 
one  of  50,000. 

Commissioner  Cardwell.  It  is  150,000. 

Mrs.  Keys.  So  that  means  that  almost  all  of  the  5.9  million  citi- 
zens that  use  medicare  in  the  hospital  are  going  to  have  to  pay  a  good 
deal  more  ?  Isn't  that  an  attempt  to  ration  by  price  ?  As  you  yourself 
said  no  page  5  of  your  testimony  where  you  said  that  the  charge- 
related  reimbursement  is  going  to  enforce  upon  the  consciousness  of 
the  person  more  concerned  about  the  need  for  utilization  ?  In  effect, 
isn't  that  saying,  "Can  we  really  afford  to  go  to  the  hospital  at  all?" 

Secretary  Mathews.  'No. 

It  is  true,  and  the  President  made  no  bones  about  this,  that  he 
believes  that  a  better  medicare  system  would  be  one  that  exchanged 
increased  payments  at  the  front  end  of  the  system  for  protection 
against  catastrophic  costs. 

It  is  important  to  make  a  distinction  between  that  proposal  and  the 
proposals  for  cost  savings.  He  is  not  proposing  that  enormous  cost- 
savings  be  achieved  by  this  measure  from  that  5.9  million  population 
who  need  hospital  care. 

]\Irs.  Keys.  But  he  is  paying  for  it. 

Secretar}^  Mathews.  That  is  right,  the  population  that  receives  the 
benefit  does  in  fact  pay  for  it ;  3^es. 
Mrs.  Keys.  Yes. 

Secretary  Mathews.  There  are,  as  a  matter  of  fact,  features  of  his 
proposal  that  would  help  to  eliminate — not  eliminate,  but  help  to 
restrain  shorter  hospital  stays,  but  would,  as  pointed  out  by  the 
chairman,  at  that  point  where  it  becomes  mandatory  because  of  the 
kind  of  illness.  It  makes  that  exchange. 

The  proposal  is  characterized  by  the  fact  that  it  makes  very  hard 
choices  and  it  tries  to  make  those  choices  in  the  interests  of  the  most 
vulnerable  and  those  with  the  most  catastrophic  costs. 

But  there  is  no  ambiguity  about  the  President's  strong  feeling  that 
this  system  must  sustain  its  own  improvements. 

INIrs.  Keys.  Well,  Mr.  Secretary,  you  spoke  of  the  compassion  in- 
volved of  providing  this  unlimited  stay  beyond  the  $500  cap  and  I 
agree  that  the  need  for  that  protection  is  there.  However,  the  limita- 
tions, and  there  are  limitations  in  the  home  health  visits,  I  still  see 
within  that  provision  the  condemnation  to  a  mass  of  older  citizens  of 
dying  in  a  hospital.  Now,  I  have  never  known  many  older  citizens: 
including  my  mother  and  father.  None  preferred  to  die  in  a  hospital. 
They  prefer  to  be  in  their  own  homes.  I  don't  see  compassion  in  the 
outlines  of  this  proposal  either  in  its  imposing  upon  practically  all 
of  the  elderly  of  the  population  that  has  to  use  hospital  services  at 
tremendously  increased  costs,  or  in  cutting  away  from  them  the 
chance  to  have  an  adequate  number  of  home  health  visits  even  as 
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much  as  was  provided  before.  The  100  visits  before  was  geared  spe- 
cilically  to  the  benefit  period,  not  to  a  year  under  part  A  and  a  year 
under  part  B. 

Secretary  ]SIathews.  One  of  the  reasons  I  made  the  statement  as 
I  did  about  the  compassion  in  the  features  is  that  I  continue  to  be 
puzzled  by  the  fact  that  I  hear  this  proposal  described  in  terms  that 
are  mutually  exclusive.  As  I  testified  to  this  question,  on  one  occasion, 
I  am  told  that  it  is  totally  insensitive  to  the  effects  on  beneficiaries 
of  cost-sharing,  and  to  cost  containment.  In  the  other  instance,  I  am 
told  it  is  positively  laconic  in  those  measures.  I  would  attempt  to 
point  out  is  that  it  can't  be  both,  and  that,  indeed,  there  are  features 
in  our  proposal  that  are  compassionate.  I  would  point  out,  too,  what 
I  think  is  the  fact,  that  the  provision  does  allow  patients  who  are 
caught  with  catastrophic  illness  to  stay  in  the  hospital— those  patients 
that,  whatever  their  desires  may  be, 'may  have  no  choice  otherwise. 
Our  proposal  does  accommodate  them.  But  you  cannot,  in  the  same 
breath,  characterize  that  as  uncompassionate  and  at  the  same  time 
irresponsible  by  just  letting  people  just  stay  on  forever.  It  can't  be 
both. 

Commissioner  Cardwell  has  a  point,  too,  on  this,  that  I  think  would 
serve  to  clarify  the  President's  position. 

Commissioner  Cardwell.  Your  concern  that  the  cap  may  become 
incentive  for  long  stay,  particularly  involving  older  people  with 
terminal  illness,  has  to  be  a  concern.  Any  catastrophic  coverage  does 
invite  excessive  utilization  at  that  end  and  sharpens  the  need  to 
focus  concern  on  that  phenomenon,  the  concern  now  is  that  the  medical 
profession  must  find  some  way  to  deal  effectively  with  it. 

On  the  other  hand,  to  conclude  that  that's  all  catastrophic  protec- 
tion means  is  entirely  misleading.  The  people  who  would  be  most 
likely  served  by  the  catastrophic  provision  are  not  those  who  go  in 
for  terminal  illness.  It  is  those  who  go  in  for  multiple  stays  during 
the  year.  Most  people  are  not  aware — and  I  have  always  been  sur- 
prised that  advocates  or  spokesmen  for  the  aged  have  not  made  the 
point  before — that  medicare  has  a  very  severe  limit.  It  says  if  you 
go  out  of  the  hospital  after  having  used  up  all  your  hospital  days 
in  the  benefit  period,  you  can't  come  back  for  60  days.  But  many  people 
do  indeed  come  back  before  the  end  of  60  days.  And  they  now  have 
to  nay  for  that  care. 

Those  people  would  be  served  remarkably  well  by  this  catastrophic 
provision.  In  fact,  that  accounts  for  that  25,000  figure  that  I  think 
others  have  used.  They  have  just  taken  into  accoimt  the  number  of 
people  in  1972  or  1973,  I  don't  remember  which  year  it  was,  who 
remained  in  the  hospital  over  60  consecutive  days.  This  pro\4sion 
would  serve  a  very  large  number  of  people  who  have  several  hospital 
stavs  within  a  year. 

!Mi-s.  Keys.  My  time  is  up ;  just  one  yes  or  no  answer,  Mr.  Secretary. 
Do  you  really  think  that  these  proposals  are  going  to  have  any  effect 
in  lowering  the  overall  health  bill  which  I  believe  this  year  is  about 
$118  billion  paid  in  this  Nation. 

Secretary  Mathews.  Yes;  I  think  if  adopted,  they  would. 

Mrs.  Keys.  Thank  you. 

Mr.  HosTEXKOWSKi.  Commissioner  Cardwell,  to  follow  up  on  Mrs. 
Keys  question,  assume  that  in  the  first  60  days  of  a  spell  of  illness 
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Q.  patient  is  discharged  after  a  10-day  stay,  and  10  days  later  returns 
to  the  hospital.  That  is  still  one  stay  of  illness,  is  it  not  ? 

Commissioner  Cardavell.  That  is  correct  since  he  has  not  used  up 
his  benefit  period  limit.  But  it  is  the  situation  of  a  person  who  used 
up  his  benefit  period  limit,  left,  and  then  can't  be  covered  again  until 
another  60  days  have  elapsed. 

Mr.  RosTENKOwsKi.  How  many  patients,  according  to  j^our  figures, 
Commissioner,  stay  60  days? 

Commissioner  Card  well.  Just  straight  consecutive  60  days,  the 
25,000  figure  is  correct.  But  if  you  take  into  account  under  existing 
law  those  persons  who  have  multiple  hospital  stays  during  a  given 
year,  the  number  jumps  to  the  150,000  that  we  talked  about  a  moment 
ago. 

Mr.  RosTENKowsKi.  Mr.  Secretary,  as  you  know,  a  physician  who 
accepts  assignment  of  medicare  claims  must  accept  medicare's  reason- 
able charge,  as  his  full  charge. 

He  cannot  charge  the  beneficiary  an  extra  amount  other  than  the 
20  percent  not  covered  by  medicare.  If  you  hold  physician  fee  in- 
creases under  medicare  to  4  percent,  you  are  certain  to  reduce  ac- 
ceptance of  assignments. 

What  are  assignment  rates  today  and  what  do  you  think  will  happen 
to  them  with  the  4  percent  ceiling  on  fee  increases? 

Secretarv  Mathews.  I  think  we  need  to  keep  two  figures  in  mind. 
First  of  all,  most  all  doctors,  90  percent  or  more,  accept  assignment. 

The  figures  that  I  will  give  you  are  percentage  of  cases  in  which 
a  doctor  accepts  assignment.  That  is.  Dr.  A  may  accept  assigTiment 
in  your  case  and  may  not  accept  assignment  in  my  case.  So,  the  figures 
we  have  are  not  the  number  of  doctors  accepting  assignments,  they 
are  the  percentage  of  cases  in  which  assignment  was  accepted. 

Mr.  EosTENKOwsKi.  Well,  Mr.  Secretary,  he  can  also  accept  an 
assignment  on  one  patient  for  one  visit  and  decline  an  assignment 
for  the  same  patient  on  his  next  visit. 

Secretary  Mathews.  I  want  to  point  out  these  are  figures  not  of 
physicians,  these  numbers  do  not  reflect  number  of  physicians,  they 
reflect  number  of  cases. 

Now,  then,  initially,  I  think  to  judo^e  the  effect  of  something  you 
have  to  look  at  kind  of  what  the  track  record  is  initially  and  I  will 
use  gross  figures  since  they  include  both  hospital  based  physicians 
and  non-hospital  based  physicians.  That  is  probably  as  good  a  figure 
as  any. 

Gross  fioiires.  in  1969,  fiscal  1969,  only  65.4  percent  of  the  cases  were 
accepted  for  assLenment. 

Between  fiscal  1969  and  fiscal  1973,  there  was  a  rather  rapid  drop 
of  roughly  7  points  so  that  by  fiscal  1973  there  were  only  57.5  percent 
of  the  cases  being  accepted  for  assignment.  Since  1973,  that  rate  has 
not  changed  a  .<Treat  deal.  The  present  rate  is  55.9  percent. 

N'ow.  since  there  has  been  a  pattern  of  decliming  rates  of  accep- 
tance, I  don't  think  one  would  argue  that  those  rates  are  going  to  go 
up  or  even  argue  that  there  isn't  the  possibility  that  thev  would  de- 
cline somewhat  further.  The  question  is  the  de.Qfree.  It  is  significant 
that  in  the  last  several  years — and  in  particular,  in  comparing  the  rates 
we  have  calculated  for  the  first  two  quarters  of  this  fiscal  year  as 
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opposed  to  the  fiscal  1975  rates — the  overall  rate  seems  to  be  leveling 
off  at  a  generally  downward  trend.  So,  the  question  is  how  much  would 
this  particular  proposal  accelerate  that  downward  drop  ? 

I  don't  think  a  T*easonable  person  could  argue  that  it  would  not 
drop  it  some,  but  I  don't  have  evidence  to  indicate  that  it  would 
significantly  accelerate  the  trend. 

Mr.  RosTEXKOwSKi.  Do  you  have  any  figures  on  how  much  lower 
it  Avould  be  without  inclusion  of  the  hospital  based  physician? 

Secretary  Mathews.  Yes,  sir,  the  pattern  is  pretty  much  the  same. 
Eliminating  hospital  based  physicians  only  61  percent  of  the  cases 
were  accepted  for  assignment  in  fiscal  1969.  Again,  there  was  a  marked 
drop  betwen  1969  and  1973  from  61  percent  down  to  53.4  percent  and 
then  since  1973  there  has  been  that  same  kind  of  leveling  off  pattern  so 
that  now  you  have  51.9  percent  as  compared  to  53.4.  So  it  has  dropped 
only  a  point  or  two  since  1973. 

IMr.  RosTEXKOwsKi.  Are  there  any  further  questions  of  the 
Secretary? 

^Ir.  Corv:MAx.  Yes,  Mr.  Chairman. 

Mr.  RosTEXKOwsKi.  Mr.  Gorman. 

Mr.  CoRMAx.  Mr.  Commissioner,  you  said  150,000  people  stay  past 
tlie  75  days  or  would  be  covered  under  the  catastrophic  illness  portion 
of  this  proposal. 

How  many  of  those  150,000  patients  are  also  receiving  medicaid? 
Commissioner  Card  well.  I  cannot  say.  I  w^ill  try  to  get  you  an 
•answer.  I  cannot  say. 

[The  information  follows :] 

How  many  of  the  150,000  who  would  incur  expenses  over  $500  under  present 
law  are  Medicaid  patients? 

An  estimated  150,000  Medicare  beneficiaries  use  at  least  75  days  of  hospital 
•care  in  a  year.  Approximately  35,000  of  these  are  also  Medicaid  beneficiaries. 

Mr.  Cormax.  It  would  be  fair  to  assimie  it  would  be  well  over  half, 
wouldn't  it.  if  half  the  people  were  below  the  medicaid  line? 

Commissioner  Card  well.  I  v/oulcl  guess  it  would  be  a  significant 
number.  I  will  try  to  give  you  an  estimate. 

Mv.  CoRz^iAx.  On  the  problem  of  the  doctors'  bill  that  is  going  to 
be  controlled  by  the  4  percent.  Do  you  think  it  would  be  possible  for 
you  to  negotiate  with  the  doctors  reasonable  fees  if  they  had  to  operate 
as  they  do  now  mider  Blue  Shield  ?  In  other  words.  Blue  Shield  does 
not  permit  surcharging  as  I  understand  it.  Blue  Shield  has  to  make 
agreements  with  the  doctors  as  to  what  a  reasonable  fee  is  and  then 
the  insurance  system  pays  80  percent  or  whatever  the  contract  calls 
for. 

Could  you  do  that  ? 

Commissioner  Cardwell.  Our  system  parallels  that  system.  The 
only  difference  I  think  is  those  situations  where  the  insurance  carriers 
actually  make  advance  agreements  on  what  fees  will  be  charged  for 
specific  routines.  Our  system  leaves  it  to  the  physician  to  first  deter- 
mine his  charges  and  then  we  measure  his  charges  against  the  prevail- 
ing charge  of  his  peers  functioning:  in  the  same  community.  As  you 
know,  medicare  is  administered  by  Blue  Cross,  Blue  Shield  and  several 
other  insurance  carriers.  They  *^  really  follow  essentially  the  same 
machinery  in  screening  out  their  charges. 
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Mr.  CoRMAx.  Well,  you  and  I  know  you  do  not  apply  the  same  ma- 
chinery as  Blue  Shield  when  it  comes  to  surcharging  the  patient.  You 
give  the  doctor  the  benefit  of  it  both  ways.  If  the  patient  is  poor,  the 
doctor  figures  he  might  not  get  his  money  and  he  takes  the  assignment. 
But  he  interviews  that  patient  ahead  of  time  to  find  out  whether  or  not 
he  has  the  ability  to  pay. 

Blue  Shield  does  not  permit  that  for  their  beneficiaries.  You  want  to- 
figure  out  how  to  get  a  handle  on  the  big  hunk  that  you  have.  Did  you 
consider  that  possibility  ? 

Commissioner  Cardw^ell.  In  my  judgment,  because  the  aged  popula- 
tion represents  such  a  relatively  small  share  of  the  total  potential 
patient  market,  the  Government's  leverage  over  physicians'  charges 
is  much  more  limited  under  medicare  than  is  the  leverage  of  the  entire 
third-party  payment  industr}^  which  covers  a  very  large  number  of 
persons  in  the  total  market. 

Mr.  Gorman.  Is  there  any  difference  in  

Commissioner  Cardwell.  My  guess  is  that  if  we  negotiated  in  ad- 
vance with  physicians  in  a  community  for  a  flat  fee  arrangement  for 
given  procedures  we  would  end  up  about  where  we  are  now — some 
physicians  would  sa}^,  "Yes,  I'll  accept  it,"  and  another  number  would 
say,  "No,  I  Avon't  accept  it.  I  don't  have  to  do  it,  I  don't  need  that 
market,  et  cetera,  et  cetera.  That  would  be  their  attitude. 

Mr.  CoRinAN".  At  least  the  elclerh^  sick  would  be  in  a  different  posi- 
tion. When  you  say  

Commissioner  Cardw^ell.  He  is  not  in  a  different  position  at  all  if  his 
physician  will  not  participate  in  medicare.  If  his  physician  partici- 
pates in  medicare  he  is  in  the  same  position  he  is  now. 

Mr.  CoRMAN.  No ;  the  physician  has  the  opportunity  to  participate 
in  medicare  and  not  limit  his  fees.  That  is  the  position  you  put  them  in. 

Commissioner  Cardwell.  Are  you  suggesting  mandating  that  phy- 
sicians participate  in  medicare,  is  that  what  we  are  talking  about? 

Mr.  CoRMAN.  No,  sir. 

They  are  not  mandated  to  participate  in  Blue  Shield  but  they  

Commissioner  Cardwell.  But  the  marketplace  mechanisms  have  an 
equivalent  effect  for  a  large  number  of  doctors.  If  a  phj^sician  refuses 
entirely  to  deal  with  third-party  coverage,  his  bad  debt  risks  go  way 
up  and  he  is  influenced  because  private  third-party  payors  control  a 
large  share  of  the  market.  Now,  in  hospitalization,  medicare  has  much 
greater  leverage  because  aged  patients  constitute  a  significant  share  of 
the  overall  patient  load.  But  on  the  part  B  side,  looking  at  the  popula- 
tion as  a  whole,  we  have  less  leverage  on  the  delivery  of  and  charges 
for  physician  services,  significantly  less  leverage. 
Dr.  Altman  might  want  to  speak  to  that. 

Dr.  Altmax.  I  gTiess  I  am  a  little  confused  on  your  view  of  Blue 
Shield. 

Commissioner  Cardtoll.  Yes,  I  am,  too. 

Dr.  Altman.  You  seem  to  be  implying  somehow  that  Blue  Shield 
has  a  tight  lever  on  physician  fees  and  limits  those  fees  and  yet  gets 
the  physicians  to  participate.  That  is  not  the  Blue  Shield  I  know. 

Mr.  CoRMAN.  Does  Blue  Shield  pay  80  percent  of  the  medical  costs 
of  the  actual  cost  or  do  they  pay  80  percent  of  what  they  say  is 
reasonable  ? 
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Dr.  Alt:max.  In  some  cases  they  pay  90,  in  some  cases  they  pay  the 
full  reasonable. 

Mr.  CoR3iAx.  Different  policies  provide  for  different  percentages. 

Commissioner  Card^t:ll.  They  drive  at  the  same  thing  we  drive  at — 
to  establish  a  reasonable  level— and  they  are  guided  by  the  same  re- 
straints that  we  are  guided  by.  In  fact,  medicare  was  designed  around 
the  concept  that  the  Government  should  use  those  same  carriers  be- 
cause they  had  that  relationship  with  the  medical  community  already 
in  place. 

In  effect,  medicare  embraces  essentiall}^  the  same  relationship. 

Mr.  CoRZMAx.  Do  Blue-Shield-insured  get  a  bill  from  the  doctor 
saying  you  owe  me  $100,  but  Blue  Shield  thinks  you  should  only  owe 
me  SoO.  so  you  have  to  pa}'  the  percentage  that  Blue  Shield  calls  for 
on  their  premium  plus  the  extra  $50.  Does  that  happen  to  Blue  Shield 
subscribers  ? 

Commissioner  Cardwell.  If  I  am  a  patient  and  I  have  Blue  Shield 
coverage  I  can  go  to  my  physician,  he  can  accept  a  Blue  Shield  assign- 
ment, and  he  can  bill  Blue  Shield  for  x  dollars.  Blue  Shield  will  come 
back  and  sa}',  ^'Xo,  we  are  only  going  to  recognize  x  minus  two,"  and 
the  physician  can  then  go  back  to  his  patient  and  say,  "I  want  the 
two  from  you."  And  the  patient  says  "OK,  I  will  give  it  to  you*'  or 
'T  won't.'-  If  he  doesn't  the  doctor  has  a  bad  debt. 

Mr.  CoR^iAx.  In  other  words.  Blue  Shield  has  no  more  handle  on 
tlie  doctor's  fees  than  you  have  ? 

Commissioner  Cardwell.  Xo,  no;  I  think  there  have  been  cases 
where  Blue  Shield  has  in  a  community  attempted  to  establish  in 
advance  for  a  period  of  time  Avhat  reimbursement  amounts  they  would 
provide  for  what  procedures.  We  do  not  do  that. 

Mr.  Cormax.  At  various  incomes  ? 

Commissioner  Cardtvell.  Ours  is  reimbursement  after  the  fact  and 
to  that  extent  it  could  be  different,  but  that  would  be  the  exception 
rather  than  the  rule  under  Blue  Shield. 

Dr.  xVltmax.  I  think  there  are  two  big  differences  between  Blue 
Shield  and  medicare,  one  is  the  percentage  of  the  bill.  Blue  Shield 
guarantees  the  physician  a  much  higher  percentage;  in  some  cases  it 
is  100  percent,  and  in  others  it  is  90  or  95  percent  and  there  are  only 
a  few  cases  where  it  is  80. 

Second,  they  guarantee  it  at  rates  which  are  more  representative 
of  physician  current  charges.  Medicare,  based  on  the  law,  has  to  go 
back  a  year  to  a  year  and  a  half  because  of  the  need  to  update  the 
profiles.  So  the  difference  between  the  two  programs  is  greater.  And 
we  are  at  the  75th  percentile.  I  don't  think  there  would  be  any  problem 
if  medicare  could  guarantee — if  medicare  guaranteed  the  same  rates 
that  Blue  Shield  guaranteed  we  would  be  able  to  do  the  same  thing, 
but  I  would  add  that  it  would  add  very  significantly  to  the  cost  of 
running  the  program. 

Commissioner  Cardwell.  I  think  one  of  the  major  differences  is  that 
Blue  Shield  will  often  have  a  set  of  screens  for  an  entire  State  and 
the  medicare  law  does  not  allow  that. 

Medicare  sets  its  reimbursement  screens  on  community  experience 
and  that  experience  within  a  State  can  vary  markedly.  It  can  be  much 
higher  in  an  urban  area  because  most  physicians  charge  more  there, 
and  perhaps  lower  in  the  rural  part  of  the  State. 
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There  may  be  States  in  whicli  the  Blue  Shield  screen  in  the  ag^e- 
'gate  is  lower  than  the  sum  of  the  medicare  screens.  But  in  other  States 
it  might  run  the  other  direction. 

We  would  be  glad  to  give  you  some  analysis  of  this  for  the  record 
if  you  would  be  interested. 

Mr.  CoKMAN.  It  would  be  interesting  to  see  what  Blue  Shield  says 
is  reasonable  and  what  you  say  is  reasonable. 

[The  information  follows :] 

Analysis  of  Blue  Shield  Rates  Versus  Medicare  Reasonable  Chaiiges 

The  determination  of  comparability  for  physicians'  charges  involves  many 
issues,  and.  depends  on  whether  or  not  the  locality,  the  physician's  specialty,  and 
^he  payment  mechanism  are  taken  into  account.  A  report  by  the  staff  of  the 
^Senate  Committee  on  Finance,  which  compared  average  Medicare  reasonable 
charges  with  Blue  Shield  payments  for  the  same  services,  showed  that  Medicare 
^payments  were  usually  higher,  primarily  because  the  Blue  Shield  payments  for 
their  own  policyholders  and  subscribers  included  payments  made  under  a  fee- 
schedule  mechanism. 

On  the  other  hand,  studies  conducted  by  the  National  Association  of  Blue 
Shield  Plans  (NABSP)  between  Medicare  and  Blue  Shield  payments  under 
■similar  payment  mechanisms  show  no  significant  differences.  The  NABSP  re- 
ported on  a  study  of  payments  made  by  nine  representative  carrier  plans  which 
iuse  the  customary,  prevailing,  and  reasonable  charge  mechanisms.  Ten  proce- 
dures were  examined.  They  concluded  that  no  statistically  significant  difference 
existed  between  the  charge  levels  allowed  by  Blue  Shield  carriers  for  Medicare 
sind  for  their  private  enrollment  when  the  comparison  is  between  a  similar 
method  of  payment:  i.e..  Medicare's  reasonable  charge  mechanism  and  Blue 
•Shield's  UCR  mechanism. 

In  summary,  the  issue  of  comparability  is  especially  intricate  because  of  differ- 
•ent  payment  mechanisms.  Comparability  complications  may  also  arise  from  the 
requirement  that  Medicare  screens  be  based  on  localities.  In  general,  however, 
prevailing  charge  screens  for  Medicare  should  be  lower  than  for  Blue  Shield 
payments  when  reasonable  charges  are  used,  since  Medicare  employs  the  75th 
ipercentile  while  NABSP  reports  the  use  of  the  90th  percentile  as  the  maximum 
payment. 

Commissioner  Carowfll.  We  have  for  the  State  of  Arkansas  infor- 
mation that  shows  clearly  that  among  the  areas  medicare  recognizes 
Jn  that  State  there  nre  extreme  diflPerences  with  the  Little  Rock  area 
beincr  much  higher  than  some  of  the  rural  areas  for  example. 

Mr.  CoRMAx.  I  share  the  President's  concern  about  inflation.  T  am 
not  sure  I  share  his  solution  Avhich  is  to  grab  the  old  and  the  sick  at 
the  same  time  he  is  trying  to  decontrol  those  who  sell  oil  and  gas. 

Tliank  you. 

,    Mr.  RosTENKmvsKT.  Mr.  Cotter  will  inquire. 
Mr.  Cotter.  Thank  you,  Mr.  Chairman. 

I  think  we  have  detained  the  Secretary  long  enough.  I  have  just 
-one  question.  I  was  wondering  if  w^ithout  objection  you  could  provide 
lis  with  some  actuarial  material  or  cost  analysis  on  the  catastrophic 
portion  of  the  program?  I  would  just  like  to  analyze  that. 

Secretary  Mathews.  Most  certainly  and  most  willingly. 

Mr.  Cotter.  Thank  you. 

,[The  information  follows :] 


231 


From  the  White  House  Fact  Sheet  AccdmpAnying  the  President's  Message 
ox  Older  Americans,  February  9,  1976 

II.    medicare   improvements    of    19  76 

The  President  is  proposing  significant  modifications  in  the  Federal  Medicare 
program  to  provide  catastrophic  health  cost  protection  to  Medicare  beneficiaries,, 
changes  in  cost  sharing  requirements,  and  limits  on  the  annual  cost  increases- 
which  will  be  reimbursed  by  Medicare. 

Bacl'grmind 

The  Nation's  health  care  system  continues  to  be  one  of  the  most  inflationary 
sectors  of  the  economy.  Hospital  costs  have  risen  by  more  than  200  percent  since 
1965  (from  S40/day  to  $128/day),  and  physicians'  fees  have  risen  more  than  85% 
in  the  same  period.  Both  rates  of  increase  are  significantly  higher  than  the  corre- 
sponding increases  in  the  consumer  price  index. 

Medicare  is  a  major  component  of  Federal  health  spending.  It  provides  pro- 
tection to  more  than  24  million  aged  and  disabled  Americans,  and  is  expectedi 
to  pay  out  more  than  $17  billion  for  health  care  in  1976.  However,  Medicare 
has  several  failings — it  does  not  provide  protection  against  the  catastrophic 
financial  burden  of  extended  illness,  and  it  does  not  include  adequate  restraints 
on  the  increases  in  the  costs  of  health  care. 

For  hospital  care.  Medicare  currently  pays  nothing  for  the  first  day,  100% 
of  costs  from  the  2nd  through  the  60th  day,  a  reduced  percentage  through  the 
150th  day.  and  nothing  at  all  after  that.  This  pattern  serves  to  lengthen  short- 
term  hospital  stays,  but  can  lead  to  finanical  ruin  for  persons  suffering  serious, 
extended  illness.  Medicare  also  requires  a  $60  deductible  and  co-payments  of 
20%  for  physicians'  services.  Since  there  is  no  annual  maximum,  this  provision 
contributes  to  the  financial  burden  of  catastrophic  health  costs. 

An  additional  problem  with  Medicare  is  that  it  contains  inadequate  mecha- 
nisms to  control  health  inflation.  Like  most  health  insurance  plans,  it  reimburses 
largely  on  the  basis  of  actual  costs  or  customary  charges  giving  providers  insuffi- 
cient cause  to  seek  to  limit  cost  increases. 

Description  of  program 

The  major  elements  of  the  proposed  Medicare  Improvements  of  1976  are  the 
following : 

A.  Catastrophic  Cost  Protection  -for  Eealtli  Care. — For  the  first  time.  Medicare 
beneficiaries  would  be  provided  protection  against  catastrophic  health  costs  by 
limiting  the  amounts  an  individual  must  pay  annually  to  $500  for  covered  hos- 
pital and  nursing  home  care  and  $250  for  covered  physicians'  services.  These 
limits  will  be  allowed  to  increase  in  future  years  in  proportion  to  increases  in 
cash  benefits. 

B.  Cofft  Sharing  Modifications. — 

Hospital  Costs  (Part  A)  :  Part  A  benefits  would  be  expanded  to  provide  un- 
limited hospital  and  skilled  nursing  facility  (SHF)  days.  Under  this  proposal, 
beneficiaries  would  be  required  to  pay  a  deductible  for  the  first  day  of  a  hospital 
stay  (as  under  current  law)  and  10%  of  additional  charges  up  to  an  annual 
maximum  of  $500  for  all  covered  Part  A  services. 

Physicians'  Services  (Part  B)  :  This  proposal  would  increase  the  current  an- 
nual deductible  of  $60  to  $77  and  maintain  the  existing  co-payment  of  20% 
for  physicians'  services.  However,  it  would  institute  a  maximum  of  $250  a  yean 
The  deductible  would  increase  with  Social  Security  benefit  increases.  It  would 
al.so  establish  a  coinsurance  of  10%  of  all  charges  above  the  deductible  for  all 
hospital-based  physician  and  Part  B  home  health  charges. 

C.  Reimbursement  Limits  :  Annual  Medicare  reimbursement  increases  would  be 
limited  to  7%  for  Part  A  provided  per  diem  or  per  visit  costs  and  4%  for  physr- 
cians'  service  charges  in  1977  and  1978. 
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DETAILED  EXPLANATION 


Service/Provider 


Current  law 


President's  proposal 


A.  CATASTROPHIC  PROTECTION 


Pt.  A. 


No  maximum  liability  limit  on 


Pt.  B. 


B.  BENEFIT  PACKAGE 


out-of-pocket  expenses 
covered  services. 


No  maximum  liability  limit 
out-of-pocket  expenses 
covered  services. 


for 


$500  annual  maximum  liability  limit  for 
all  covered  services  in  1976  and  1977 
increased  in  future  years  in  proportion 
to  increases  in  cash  benefits.  All  out-of- 
pocket  expenses  incurred  in  the  last 
month  of  calendar  year  can  be  carried 
forw/ard  to  next  year. 

$250  annual  maximum  liability  limit  for 
all  covered  services  in  1977,  increased  in 
future  years  in  proportion  to  increases 
in  cash  benefits.  Same  1  mo  carryover  as 
pt.  A.  Out-of-pocket  expenses  for  charges 
in  excess  of  reasonable  charges  do  no 
count  toward  the  maximum  liability  lim 


3.  Medicare  pt.  A: 

(a)  Hospital  days  (except  in  psy-  90  days  per  benefit  period  plus   Unlimited  days. 

chiatric  hospitals)  60  days  of  life-time  reserve. 

(b)  Psychiatric  hospital  days  190  lifetime  days  Same  as  current  law. 

(c)  Skilled  nursing  facility  (SNF)  100  days  per  benefit  period  Unlimited  days. 

days. 

(d)  Post-hospital  home  health   100  visits  per  benefit  period  fol-   100  visits  in  year  following  hospital  or  SNF 

visits.  lowing  hospital  or  SNF  dis-  discharge, 

charge. 

2.  Medicare  pt.  B:  ^  . 

No  change  in  current  coverage  which  has  no  upper  limits  on  most  covered  services. 

Home  health  services  would  continue  to  be  limited  to  100  visits  per  year  and  outpatient  psychiatric  services  to 
no  more  than  $500  of  reasonable  charges  per  year  and  out-patient  physical  therapy  services  provided  by  a  self- 
employed  therapist  to  no  more  than  $100  in  reasonable  charges  per  year. 

0.  COST  SHARING 


1.  Medicare  pt.  A: 

(a)  Hospital  services: 
Deductible... 


Coinsurance. 


(b)  SNF  services: 

Deductible.. 
Coinsurance. 


(c)  Home  health  services: 

Deductible..  

Coinsurance.  

(d)  Blood:  Deductible  

2.  Medicare  pt.  B: 

(a)  Physician,  outpatient  hospital 
care,  outpatient  physical 
therapy  and  speech  path- 
ology, laboratory  services, 
medical  supplies  aiid  most 
other  covered  services: 
Deductible  


$104  for  initial  hospitalization 
in  each  benefit  period  begin- 
ning in  1976  (based  on  aver- 
age daily  hospital  costs  in 
1974)  and  rising  annually  to 
reflect  increases  in  hospital 
costs. 

.  An  amount  equal  to  }i  of  the 
deductible  for  days  61  to  90 
in  a  benefit  period  and  K  of 
the  deductible  for  the  60  life- 
time reserve  days. 


None  

None  for  the  first  20  days.  An 
amount  equal  to  H  of  the 
hospital  deductible  for  days 
21  to  100. 


$104  per  admission  and  allowed  to  rise 
annually.  Deductible  waived  if  medicare 
covered  inpatient  services  were  received 
within  60  days  prior  to  admission. 


10  percent  of  hospital  charges  above  the 
deductible. 


None  

 do  

3  pints  per  benefit  period. 


None. 

10  percent  of  charges. 


None. 

10  percent  of  charges. 
3  pints  per  year. 


Coinsurance. 


(b)  Hospital-based  physicians 

(inpatient  pathology  and 
radiology): 

Deductible.  

Coinsurance  

(c)  Homejhealth  services: 

Deductible  


$60  per  calendar  year  

20  percent  of  reasonable  charges 
above  the  deductible. 


None.. 
 do. 


Coinsurance..  

(d)  Outpatient  psychiatric  serv- 
ices. 


Included  among  services  sub- 
ject to  $60  per  calendar  year 
deductible. 

None   

50  percent  of  reasonable  charges 
(up  to  maximum  reimburse- 
ment of$250). 


$77  in  1977,  and  increased  in  future  years 
in  proportion  to  increases  in  cash  benefits. 
Same. 


None. 

10  percent  of  charges. 

Included  among  jservices  subject  to  j$77 
deductible  in  1977. 

10  percent  of  charges. 
Sameascurrentlaw. 
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DETAILED  EXPLANATION 


Service  Provider  Current  faw  President's  proposal 

D.  PROVIDER  REIMBURSEMENT 

Hospitals  SNF's  and  home  health  agen-   Reimbursed  on  the  basis  of  Places  a  7  percent  reimbursement  limitation 

reasonable  costs.  (Level  of  on  the  annual  rates  of  increases  in  per 

reimbursement  for  hospital  diem  hospital  and  SNF  costs  and  home 

per  diem  routine  costs  is  health  visit  costs.  (Both  the  7  percent  cost 

limited  to  the  80th  percentile  and  4  percent  charge  increase  limitations 

of  the  per  diem  routine  costs  are  proposed  for  2  years  pending  the 

of  similar  hospitals.)  development  of  a  longer  run  cost  contain- 

Physicians  and  other  medical  services....  Reimbursed  on  the  basis  of  LiSr?imbursabIe  increases  in  reasonable 

customary    and    prevailing  charges  (the  lesser  of  the  customary  and 

charges.  (Rates  of  increase  in  prevailing  charges)  to  4  percent  per  year, 

prevailing  charges  are  limited  (Both  the  7  percent  cost  and  4  percent 

by  an  economic  index  reflect-  charge  increase  limitations  are  proposed 

mg  practice  costs  and  earn-  for  2  years  pending  the  development  of  a 

E  COST  ESTIMATES               mgs  levels  in  the  economy).  longer  run  cost  containment  policy). 

,"Iih!.S'*t!^"L^.^ml^fn^'^'?'^^^         increases  attributable  to  the  new  catastrophic  protection  and  the  cost  savings 
nn  nrfri      ,nH  tTAnn  nnn  nSn'x.^  and  imits  m  reimbursement.  The  additional  costs  are  estimated  to  range  between 
^VhmS     L,  olffl'SK^  ''''''•"S  estimated  to  save  about  $1,800,000,000  and  the  reimburse- 

ment limits  to  save  about  $900,00u  000.  The  savings  from  placing  a  limit  on  increases  in  medicare  repayment  rates  and 
>'jme  of  the  revenues  from  increased  cost  sharing  will  be  used  to  finance  the  catastrophic  program. 

COSTS 

1.  Catastrophic  protection :  Piscai  vear  1977 

(a)  Hospital  insurance:  (millions) 

Initial  estimate  of  cost  of  $500  limit  in  fiscal  year  1977  budget  i +330 

Additions  based  on  refinement  of  cost  of  $500  limit  +590-890 

(b)  Supplementary  medical  insurance:  $250  limit   .M'  i  +208 

Total  cost        +1,128-1,428 

SAVINGS  " 

1.  Cost  sharing  reforms: 

(a)  Hospital  insurance:  10  percent  coinsurance.     i(— )1,730 

(b)  Supplementary  medical  insurance: 

Dynamic  deductible  ($77)       i  (-)lll 

Coinsurance  on  hospital  based  physicians  and  pt  B  home  health  services   (— )19 

Subtotal      i(-)l,860 

2.  Reimbursement  limits: 

(a)  Hospital  insurance:  Limited  to  7  percent  per  diem  increase    i  (— )730 

(b)  Supplementary  medical  insurance:  Limited  to  4  percent  charge  increase   i  (— )179 

Subtotal      1  (-)909 

Total  savings    .  (-)l,  641-(-)l,  341 

Shown  in  President's  budget  request. 


Service 


Current  President's 
law  proposal 


F.  NUMBER  OF  PERSONS  COVERED,  FISCAL  YEAR  1977 
Pt.  A: 

Enrollees       24,900,000  Same 

Users                                  .    ---  5,900,000  Same 

Users  assisted  by  $500  limit       NA  1,  200, 000 

Pt.  B: 

Enrollees       24,600,000  Same 

Users  meeting  the  deductible     —  -  14,200,000  12,200,000 

Users  assisted  by  $250  limit.      NA  2, 000, 000 


^Ir.  Cotter.  One  other  question :  AVlien  we  talk  about  taking  the 
limitation  off  the  100  days  in  the  nursing  homes,  is  this  only  in  a  case 
where  a  person  goes  to  a^  nursing  or  convalescent  home  after  being  in 
a  hospital  ? 

Secretary  ^Iathews.  Dr.  Altman,  would  you— I  believe  you  are  cor- 
rect but  I  want  to  check. 

Commissioner  Cardavell.  I  missed  the  question. 
Dr.  Altmax.  It  does  not  change  the  requirement. 
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]Mr.  Cotter.  On  page  5  you  have  taken  the  limitation  of  100  days^ 
off ;  must  you  be  in  the  general  hospital  first  in  order  to  be  admitted 
to  the  

Commissioner  Cardwell.  Yes. 

Mr.  Cotter.  This  looks  like  kind  of  a  bonanza  for  the  nursing  home- 
operators.  Have  you  any  cost  figures  on  that? 

Commissioner  Cardavell.  It  is  not  a  bonanza,  and  largely  because  of 
the  way  medicare  has  always  been  constructed  vis-a-vis  its  coverage  of 
nursing  home  stays.  Medicare  will  reimburse  only  where  intensive  and 
fairly  significant  levels  of  skilled  care  are  required.  That  requirement 
in  itself  is  a  very  strong  limiting  and  deterring  factor  to  medicare 
utilization. 

On  the  other  hand,  medicaid  pays  for  less  intensive  care  and  wherL 
you  look  at  the  total  aged  population,  medicaid  is  the  large  financial 
factor  in  nursing  home  care. 

Mr.  Cotter.  But  for  medicare  you  expect  coverage  to  still  be  lim- 
ited— in  actual  experience — to  27  days?  Can  you  give  us  some 
statistics  ? 

Commissioner  Cardw^ell.  If  Congress  were  to  change  the  public 
policy  and  say,  "We  don't  liave  that  concept  of  skilled  care  in  nursing- 
homes,  we  want  to  open  up  medicare  financing  to  an}^  kind  of  nursing 
home  care,*'  then  the  provision  removing  limits  on  numbers  of  covered 
days  would  be  very  significantly  increased  in  terms  of  the  costs  and 
number  of  people  involved. 

Mr.  Cotter.  Without  objection  I  wonder  if  you  could  provide  some 
figures  on  that  as  well. 

Commissioner  Cardavell.  OK. 

Mr.  CoTi^ER.  Thank  you  very  much. 

[The  information  f oIIoavs  :] 

Payments  by  Medicare  and  Medicaid  for  Nursing  Home  Care  and  Estimated. 
Costs  of  Unlimited  Days  of  Coverage  in  SNF's  With  Removal  of  Skilled- 
Level  OF  Care  Requirements 

Under  present  law,  Medicare  pays  for  less  than  5  percent  of  the  cost  of  nursing 
home  care  currently  provided  to  persons  age  65  and  over;  Medicaid  pays  for 
about  50-55  percent,  other  Federal  programs  pay  for  a  small  amount,  and 
private  sources  pay  for  the  remaining  40-50  percent.  Hence,  Medicare  expendi- 
tures for  nursing  home  care  for  the  aged  are  only  a  small  fraction  of  those  paid 
through  Medicaid ;  and  all  public  programs  combined  account  for  only  slightly 
more  than  half  of  the  total  cost  of  care  currently  provided.  In  addition,  the 
potential  demand  for  unlimited,  comprehensive  coverage — without  cost  to  the 
beneficiary  and  without  any  sort  of  skilled  care  requirements — is  almost 
unlimited. 

Mr.  Rostenkowski.  Mr.  Secretary,  one  final  question.  It  has  been 
impossible  for  this  subcommittee  and  we  would  like  to  know  why  this 
has  to  be  the  case,  to  aet  accurate  detailed  information  about  your 
proposals.  At  the  same  time  there  have  been  two  Presidential  messages 
and  numerous  other  public  statements  that  are  apparently  designed 
in  my  opinion  to  sell  the  President's  proposal  to  the  American  people. 

You  haven't  given  us  a  draft  of  the  legislation.  We  have  no  detailed 
information  about  the  legislation,  and  we  have  yet  to  receive  detailed 
cost  figures. 

Why  is  this,  Mr.  Secretary  ? 
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Secretary  Mathews.  Well.  I  hope  we  have  demonstrated  today  that 
we  would  answer  every  question,  that  there  is  no  unwillingness  on  our 
part  to  provide  data.  The  only  uncertainty  about  the  data  is  where 
we  liaA'e  made  adjustments  in  the  coverage  figure  and  costs  for  elimi- 
nating limits  on  hospital  and  nursing  home  days.  That  is  the  only 
discrepancy. 

It  quite  naturally  takes  time  to  draft  the  legislation  which  could 
reflect  the  general  principles  which  we  have  been  quite  clear  about,  I 
think,  and  elaborated  on  in  the  last  2  weeks.  In  the  legislation  draft 
that  came  up  to  me  late  yesterday  afternoon,  and  I  haA^e  a  funny  quirk 
about  readino-  things  before  I  sign  them,  and  

Mr.  RosTEXKOWSKi.  I  don't  blame  you  for  that,  Mr.  Secretar}^,  but 
von  are  giving  us  a  March  1  deadline  and  if  vou  are  familiar  at  all 
with  the  procedures  involved  in  writing  legislation,  it  takes  a  little 
longer  than  that. 

Secretary  ^L^thews.  Yes,  well,  we  are  making  e^-ery  effort  to  follow 
up  these  general  outlines  of  what  we  intend  to  do  with  specific  legisla- 
tion so  that  you  can  examine  that  as  you  are  charged  to  do. 

^Ir.  liOSTEXKOwsKi.  Thank  you. 

Well,  I  know,  ^Ir.  Secretary,  this  has  been  your  second  visit  before 
a  subcommittee  on  Ways  and  Means.  I  hope  this  has  been  as  pleasant 
as  the  last.  I  am  sure  we  will  see  more  of  you. 

Secretary  Mathews.  I  want  to  thank  you  for  your  willingness  to 
listen  to  our  thoughts  even  though  they  are  uncommon  and  have  not 
been  expressed  in  this  chamber  before. 

^Ir.  RosTEXKOwsKi.  That  is  true;  your  views  are  original  views 
here  this  morning.  Thank  you  very  much. 

Commissioner  Ball  ? 

STATEMENT  OF  ROBERT  M.  BALL,  SENIOR  SCHOLAR  AT  THE  INSTI- 
TUTE OF  MEDICINE,  NATIONAL  ACADEMY  OF  SCIENCES  (FORMER 
COMMISSIONER  OF  SOCIAL  SECURITY  ADMINISTRATION,  DE- 
PARTMENT OF  HEALTH,  EDUCATION,  AND  WELFARE) 

Mr.  RosTEXKOWSKi.  It  is  always  nice  to  have  you  again  with  us  in 
the  Ways  and  Means  Committee.  You  always  make  an  interesting  and 
forthright  presentation  and  I  am  looking  forward  to  your  testi- 
mony. On  behalf  of  the  entire  Subcommittee  on  Health,  we  welcome 
you. 

Mr.  Ball.  Thank  you  very  much,  Mr.  Chairman. 

I  do  have  a  prepared  statement  and  I  would  like  to  have  your 
permission  to  include  it  in  the  record. 

!Mr.  RosTEXKOWSKi.  Your  entire  statement,  Commissioner,  will  be 
included  in  the  record. 

Mr.  Ball.  As  I  go  through  it,  it  will  be  necessary  to  make  some 
changes  in  the  figures  as  a  result  of  testimony  this  morning  by  the 
Secretary  and  his  staff.  But  other  than  that  I  stand  on  the  prepared 
testimony. 

As  you  know,  of  course,  I  am  testifying  today  as  an  individual 
and  my  opinions  do  not  necessarily  represent  those  of  the  Institute 
of  Medicine  of  the  National  Academy  of  Sciences  with  which  I  am  now 
associated. 

67-049—76  1^ 
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The  President  has  made  essentially  four  distinct  proposals  affecting 
the  medicare  program.  I  support  one  of  them  and  disagree  with  the 
other  three. 

I  believe  it  would  be  desirable  to  add  catastrophic  protection  Co  the 
medicare  program  and  pay  the  full  bills  of  those  who  have  the  largest 
expenses.  As  we  have  heard  this  morning,  it  would  affect  150,000,  out 
of  the  5.9  million  who  receive  hospitalization  under  part  A  of  medi- 
care during  the  course  of  the  year.  And  I  must  say,  at  the  expense,  un- 
der the  proposals  of  the  President,  of  lesser  protection  for  a  large  pro- 
portion of  that  5  million.  That  is  why  I  am  for  one  part  of  it  but  not 
the  other  part.  The  catastrophic  proposal  for  part  B  it  affects,  accord- 
ing to  the  testimony  today  at  least  to  some  minor  extent,  a  couple 
million  people  out  of  the  14.8  million  who  receive  some  services  under 
part  B. 

Mr.  Chairman,  my  point  is  that  this  is  a  desirable  thing  to  do,  but 
it  is  not  desirable  to  do  it  at  the  expense  of  taking  benefits  away  from 
a  much,  much  larger  number  of  people.  We  don't  have  to  do  that  to 
give  this  additional  protection  to  the  relative  few  who  should  get 
more  protection. 

It  does  not  seem  to  me  to  be  necessary,  therefore,  to  take  the  bad 
with  the  good.  The  other  three  proposals  wdiich  the  President  makes 
seem  to  me  unsound  and  unwise,  and  together  constitute  a  major 
decrease  in  the  protection  which  medicare  beneficiaries  now  enjoy. 
In  fact,  the  decrease  in  protection  for  the  great  majority  of  bene- 
ficiaries is  such  that  it  constitutes  a  considerable  proportion  of  the  net 
savings  for  the  loroposals  taken  too-ether — estimated  to  be  a  range 
of  $1.6  to  $2.3  billion. 

Let's  look  at  the  three  proposals,  one  at  a  time. 

First  of  all,  increasing  the  copayments  under  medicare: 

This  is  an  old  proposal,  Mr.  Chairman,  of  the  IS'ixon  and  Ford  ad- 
ministrations which  has  been  considered  and  rejected  by  the  Congress 
several  times.  Up  to  today  I  didn't  know  the  details  of  the  plan,  but 
it  is  very  similar  to  the  plans  presented  several  times  before.  In  fact, 
it  goes  back  so  far  that  it  was  first  discussed  within  the  Department 
while  I  was  still  there,  and  I  might  say  I  opposed  it  at  that  time  within 
the  executive  branch. 

The  way  it  works,  as  you  know,  is  that  under  part  A,  as  under 
present  law,  a  beneficiary  when  hospitalized  would  pay  a  deductible 
equal  to  1  day  of  hospital  costs.  Under  present  law,  that  deductible 
is  now  $104.  From  then  on,  under  the  plan,  the  patient  would  pay  10 
percent  of  the  charges  that  he  incurred  in  the  particular  hospital 
or  skilled  nursing  home  caring  for  him.  Once  the  beneficiarj^'s  pay- 
ments had  reached  $500  in  covered  services  for  the  year  he  would  not 
have  to  pay  any  more,  and  this  part  I  support. 

You  will  remember  under  the  present  law  after  the  $104  deductible, 
the  patient  has  no  further  payments  to  make  until  the  61st  day  of 
hospitalization,  and  also  is  entitled  to  up  to  20  days  of  skilled  nursing 
care  without  further  cost  to  him,  and  also  100  days  home  health  care 
under  part  A  and  under  part  B  if  he  takes  it,  another  100  days  of 
home  health  care. 

Now,  the  Ford  proposal  is  designed  to  save  more  than  the  cata- 
strophic health  insurance  plan  will  cost  because  the  new  copayments 
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will  apply  to  everyone  and  the  catastrophic  benefits  to  very  few.  As 
I  said  earlier,  this  is  an  old  proposal  and  was  put  forward  within  the 
Department  of  Health,  Education,  and  Welfare  as  long  ago  as  when 
I  was  still  there.  It  clearly  transfers  costs  from  the  program  to  the 
beneficiary,  which  does  not  seem  to  me  a  good  idea,  but  it  is  also  said 
to  have  the  virtue  of  making  for  better  utilization  of  hospital  services. 
I  doubt  it. 

Tliere  are  two  parts  to  the  argument  about  the  utilization  of  serv- 
ices. First,  it  is  said  that  if  the  patient  had  to  pay  10  percent  of  the 
cost  after  the  first  day,  physicians  will  take  this  fact  into  account  when 
they  order  services  or  admit  someone  to  a  hospital  or  decide  on  whether 
lie  should  be  moved  from  a  hospital  to  a  nursing  home  or  discharged. 
It  seems  to  me  that  the  motivation  is  too  indirect.  It  is  the  physician 
who  is  making  the  decision  and  the  patient  who  is  paying  a  small  part 
of  the  cost.  But  in  any  event,  should  there  be  some  small  elfect  toward 
the  reduction  of  services,  it  is  hard  to  say  vvdiether  the  reduction  v^ould 
be  any  more  likely  to  occur  in  unnecessary  care  than  in  necessary  care. 

Probably  it  would  have  little  effect  on  institutional  services  one  way 
or  another.  Not  only  because  the  motivation  for  the  physician  is  so 
weak,  but  even  what  motivation  there  might  be  is  confined  to  quite 
a  limited  portion  of  the  medicare  population.  The  new  coinsurance 
would  not  affect  the  utilization  of  low-income  people  who  would  be 
eligible  for  medicaid  because  the  medicaid  program  picks  up  deduct- 
ibles and  copayments  for  the  needy  aged  and  disabled,  although,  Mr. 
Chairman,  under  the  block  grant  proposal  of  the  President,  that  would 
no  longer  be  required,  as  I  understand  it.  Incidentally,  that  is  a  good 
additional  reason,  in  my  opinion,  to  accept  the  block  grant  proposal. 

The  coinsurance  could  not  have  any  effect  on  utilization  either,  for 
the  50  percent  of  the  medicare  beneficiaries  who  have  bought  supple- 
mentary private  insurance  for  the  purpose  of  filling  in  the  deductibles 
and  coinsurance.  Now,  this  group  would  have  to  pa}^  more  in  a  pre- 
mium for  private  insurance,  but  it  would  certainly  not  affect  the  doc- 
tor's decision  at  the  time  of  rendering  service  because  the  pal  lent  would 
not  have  to  pay  anything,  whatever  the  doctor  did. 

Therefore,  in  summary,  whatever  small  effect  on  utilization  tliis 
proposal  might  have  would  be  limited  to  a  group  not  quite  poor 
enough  to  be  covered  by  medicaid  and  not  quite  well  enough  off  to 
buy  supplementary  private  insurance  protection. 

Xow,  the  second  argument  about  utilization  is  that  it  would  lead 
l^eneficiaries  to  seek  care  in  the  hospitals  with  the  lowest  charges, 
presumably  when  such  hospitals  could  furnish  appropriate  care.  That 
is  the  market  argument. 

This  is  said  to  be  true  because  the  coinsurance  is  related  to  the  in- 
dividual charges  made  by  a  particular  hospital  to  paying  patients  and 
on  the  basis  of  whatever  services  are  actually  rendered,  whereas  the 
coinsurance  in  medicare  today  (applicable  as  you  know  after  the  60th 
day  in  the  hospital  and  after  the  20th  day  in  a  skilled  nursing  home) 
is  related  not  to  the  particular  institution  but  to  average  daily  charges 
across  the  country.  Again,  I  am  quite  skeptical.  First,  I  am  skeptical 
about  the  ability  of  medicare  patients  to  influence  the  physician's 
choice  of  a  hospital— physicians  usually  enter  their  patients,  of  course, 
in  hospitals  where  they  have  privileges— and  second,  I  am  skeptical 
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about  the  ability  of  medicare  patients  to  judge  whether  the  hospital 
with  the  lower  charges  is  as  adequate  for  the  purpose  under  considera- 
tion as  some  other  hospital.  Insofar  as  there  turned  out  to  be  any  result 
from  this  individual  pricing  mechanism — and  I  doubt  if  there  would 
be  much — it  seems  to  me  much  more  likely  that  it  would  move  in  the- 
direction  of  pushing  the  low-income  person  toward  the  hospital  with 
the  low^est  charges,  while  those  who  could  me^t  the  coinsurance  in  the 
hospitals  where  the  charges  were  higher  would  go  wherever  it  seemed 
best  to  their  physicians  that  they  should  go. 

Now,  one  of 'the  big  advantages  of  the  medicare  program  has  been 
that  it  has  taken  a  long  step  toward  ending  a  dual  system  of  care  for 
those  covered  by  the  program.  One  of  the  objects  of  medicare  has  been 
to  bring  the  covered  beneficiary  into  the  mainstream  of  American 
medicine  and  away  from  dependence  upon  charitable  hospitals.  This 
proposal,  insofar  as  it  has  any  effect  at  all,  would  tend  in  the  other 
direction. 

Mr.  Chairman,  it  seems  to  me  that  none  of  the  virtues  claimed  for  the 
introduction  of  coinsurance  for  most  hospital  and  skilled  nursing  stays^ 
or  for  tying  that  coinsurance  to  charges  made  by  the  individual  insti- 
tutions, are  real.  I  don't  think  they  bear  up  under  analysis.  ]My  conclu- 
sion is  that  the  proposal  is  designed  to  save  money  for  the  program  by- 
shifting  costs  to  beneficiaries. 

I^ow,  the  proposal  to  limit  increases  in  physicians'  fees  recognized 
by  medicare  to  4  percent :  It  should  be  fully  recognized  that  this  is  not 
a  proposal  to  hold  physicians'  fee  increases  to  4  percent,  but  only  to, 
limit  medicare  recognition  of  whatever  physicians'  fee  increases  there 
are.  The  result  is  very  different.  As  the  committee  knows,  under  medi- 
care the  physician  has  the  choice,  procedure  by  procedure  and  patient 
by  patient,  to  choose  whether  he  wishes  to  be  paid  directly  by  the  pro- 
gram, called  the  assignment  method  (in  which  case  he  must  accept 
the  program's  determination  of  a  reasonable  charge),  or  to  bill  some, 
or  all  of  his  patients  whatever  he  wishes  and  collect  from  them  di- 
rectly. If  he  chooses  the  latter  course  in  a  particular  case,  medicare- 
reimburses  the  patient  according  to  its  own  reasonable  charge  rules^ 
but  the  physician  can,  in  addition,  collect  directly  from  the  patient 
whatever  additional  fee  he  has  set.  It  is  important  to  note  that  under- 
the  law,  the  physician  has  every  right  to  switch  back  and  forth  from 
patient  to  patient,  and  if  he  wishes,  he  may  bill  a  patient  directly  for- 
some  charges  and  by  taking  ''assignments"  receive  direct  payment 
from  the  Government  for  other  charges  from  that  same  patient  or- 
other  patients. 

It  is  to  be  expected,  then,  that  if  medicare  reimburses  significantly- 
below  the  rate  a  physician  is  charging  nonmedicare  patients,  he  wiir 
turn  increasingly  to  direct  billing  and  thus  shift  the  cost  away  from 
the  medicare  program  to  the  patient. 

The  4  percent  cap  recommended  by  the  President  seems  to  me  may 
well  turn  out  to  be  largely  such  a  shift  in  cost  from  the  program  to. 
patients,  rather  than  an  actual  limitation  on  physician  fee  increases — 
not  entirely,  not  100  percent,  but  certainly  in  very  substantial  degree. 

I  think  we  should  be  going  in  another  direction  in  the  reimburse- 
ment of  physicians  under  medicare.  I  would  favor  changing  the  plan 
so  that  a  physician  had  to  choose  one  method  of  payment  for  alll 
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of  his  patients  and  for  all  procedures.  If  he  wished  to  have  the  ad- 
vantage of  the  Government  paying  him  directly,  in  my  judgment,  he 
should  be  required  to  do  so  in  all  instances  or  take  his  chances  on 
collection  in  all  instances. 

Part  B  of  medicare  is  becoming  quite  unsatisfactory  today  because 
■of  the  ability  of  the  physician  to  pick  and  choose.  Many  medicare 
"beneficiaries  are  not  paying  20-percent  coinsurance  today  but  30  per- 
cent and  40  percent  or  even  more  because  physicians  are  frequently 
;not  taking  assignments.  If  physicians  had  to  "join  the  plan,^'  as  it 
were,  to  get  paid  by  the  Government,  the  Social  Security  Administra- 
tion could  publicize  the  names  of  those  who  had  agreed  to  accept  the 
•determined  charge  so  that  the  beneficiaries  would  know  that  they  had 
to  pay  only  20  percent  of  that  amount.  In  any  event,  this  proposal  of 
the  President's  seems  to  me  likely  to  be  primarily  a  shift  in  costs  from 
program  to  beneficiary. 

The  proposed  7  percent  limitation  on  the  increase  in  recognized 
liospital  costs  is  the  other  major  proposal.  The  7  percent  proposed 
limitation  on  increases  in  hospital  costs  does  no  limit  increases  in 
wliat  hospitals  can  charge  generally.  It  is  quite  possible,  therefore, 
that  hospital  costs  would  rise  more  than  7  percent  and  that  these  in- 
creasing costs  might  be  shifted  in  part  to  self  payors  and  other  third 
parties — commercial  insurance  and  Blue  Cross.  Insofar  as  this  were 
to  happen,  in  my  judgment  it  would  be  unfair.  Medicare  was  not  set 
up  on  a  charity  basis  and  should  not  be  subsidized  by  people  not 
under  medicare  who  happen  to  get  sick  or  have  private  insurance, 
^ledicare  should  pay  its  own  way. 

In  some  States,  medicaid  is  already  reimbursing  less-than-full  cost 
for  the  patients  it  pays  for,  and  this  trend  is  likely  to  continue.  For 
medicare  to  also  become  an  underpayor,  is  going  to  increase  costs  for 
the  rest  of  the  population. 

Yet,  the  result  of  this  proposal  is  not  all  one  way.  Since  medicare 
pays  such  a  large  portion  of  total  hospital  costs,  it  well  may  be  that 
the  7-percent  limitation  will  have  some  effect  in  limiting  hospital  cost 
increases,  and  not  result  merely  in  passing  on  to  other  payors  the  full 
(•o<t  increases  that  would  otherwise  take  place.  With  30  percent  to 

pei'cent  of  cost  reimbursement  coming  from  medicare  in  the  typical 
liospital,  it  may  not  be  possible  to  shift  the  full  amount  of  major  in- 
creases beyond  the  7  percent  to  other  payors.  In  other  words,  unlike 
the  4-percent  proposal  on  physician  fees,  this  proposal  may  have  some 
restraining  effect.  Yet  it  seems  like  an  unfair  way,  and  not  a  very 
effective  way,  to  try  to  hold  down  hospital  costs.  It  seems  to  me  we 
need  a  plan  that  applies  not  just  to  medicare  but  to  all  who  pay  for 
hospital  costs  through  a  mechanism  of  planning  and  regulation.  Medi- 
care might  lielp  immediately  by  the  adoption  of  prospective  reim- 
hursement  for  institutions  rather  than  retroactively  picking  up  pretty 
much  its  share  of  what  the  institutions  have  decided  to  spend.  That 
could  be  done,  but  a  unilateral,  arbitrary  limitation  on  cost  increases 
to  l^e  recognized  by  medicare  alone  would  certainly  have  uneven  and 
arbitrary  results. 

So,  in  summary,  Mr.  Chairman,  taken  as  a  whole,  it  seems  to  me 
that  the  President's  recommendations  on  medicare  are  a  mistake  and 
should  not  be  enacted.  I  would,  however,  urge  the  separation  of  the 
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proposal  for  catastrophic  coverage  of  medicare  beneficiaries  as  pro- 
posed by  the  President,  and  the  passage  of  that  one  proposal. 

It  is  my  belief  that  the  best  way  to  finance  such  a  catastrophic 
hospital  insurance  under  medicare,  and  I  am  talking  about  hospital 
insurance  now,  is  through  an  increase  in  the  earnings  base,  which  is 
needed,  in  any  event,  on  the  cash  benefit  side  of  the  program.  In  other 
words,  for  1977,  instead  of  a  maximum  earnings  base  of  $16,500  as 
it  is  expected  to  be  under  the  automatic  provisions  of  present  law,  I 
would  propose  that  the  base  be  raised  to  about  $22,000.  This  would 
raise  for  the  cash  benefit  program  about  the  same  amount  of  addi- 
tional income  as  the  President's  proposal  for  increasing  the  contribu- 
tion rate  by  three-tenths  of  a  percent  on  all  employees,  and  a  like- 
amount  on  emploj^ers.  Eaising  the  maximum  earnings  base  to  about 
$22,000  in  1977  would  affect  only  the  15  percent  of  earners  who  have 
the  highest  earnings,  and  they  would  all  get  more  in  the  way  of  bene- 
fit credits  under  the  cash  program  for  their  additional  payments.  A 
byproduct  of  this  way  of  strengthening  the  financing  for  the  cash 
benefit  program  is  that  the  same  rates  now  scheduled  for  medicare 
applied  to  this  higher  base  would  about  cover  the  cost  of  the  part  A 
part  of  the  catastrophic  proposal.  In  other  words,  Mr.  Chairman, 
3^ou  could  add  the  President's  catastrophic  proposal,  and  cover  the 
costs  for  many  years  into  the  future,  as  a  byproduct  of  what  should 
be  done  in  the  cash  benefit  program  anyway.  This  way  you  should 
not  have  to  cut  benefits  for  the  great  majority  of  beneficiaries  as  the 
President  proposes  in  order  to  finance  the  $500  cap  on  hospital  costs. 

Now,  apparently  under  the  President's  proposal  for  catastrophic 
protection  under  part  B,  the  physicians'  services  part  of  medicare,  the 
cost  would  be  met  to  some  extent  by  increasing  the  deductible  from 
$60  to  $77  and  then  having  that  deductible  rise  in  future  3^ears  auto- 
matically as  the  cost  of  services  under  the  program  increases.  I  would 
prefer  to  meet  the  cost  of  this  part  of  the  catastrophic  proposal  from 
general  revenues.  This  is  the  smaller  part  of  the  cost,  a  little  over  $200 
million  a  year  in  the  near  future. 

Present  law  already  provides  that  more  than  half  of  the  cost  of 
part  B  be  met  from  general  revenues,  and  it  seems  to  me  that  this 
additional  protection  could  well  be  paid  for  by  an  increase  in  this  gen- 
eral revenue  allocation.  I  am  concerned  that  a  higher  and  higher 
deductible,  as  recommended  by  the  President  for  physicians'  services,, 
might  interfere  with  the  willingness  of  people  to  seek  early  treatment. 
Ideally,  I  wish  there  were  no  deductible  in  part  B,  coinsurance  is  much 
less  of  a  barrier  to  seeking  needed  care  than  a  flat  deductible.  If,, 
because  of  cost,  it  is  unwise  at  this  time  to  get  rid  of  the  deductible,, 
the  least  we  can  do,  it  seems  to  me,  is  leave  it  where  it  is  and  not 
increase  it. 

Finally,  Mr.  Chairman,  I  would  like  to  say  that  the  President's  pro- 
posals in  the  medicare  area  reinforce  my  belief  that  social  security  and 
medicare,  both  contributory  social  insurance  programs,  should  not 
be  included  in  the  general  budget.  If  social  security  were  entirely  sep- 
arate and  outside  the  budget,  except  for  purposes  of  economic  analysis,, 
as  it  was  prior  to  fiscal  year  1969,  there  would  not  be  the  same  tempta- 
tion as  at  present  to  try  to  show  a  better  overall  budget  picture  by 
reducing  social  security  and  medicare  benefits.  The  $1.6  to  $2.3  billion 
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claimed  as  savings  for  these  medicare  proposals  liave  been  used  to 
bring  the  overall  budget  under  the  President's  target  of  $395  billion. 
VVould  we  have  these  cost-saving  proposals  in  the  contributory  part 
ot  medicare— proposals  that  take  benefits  away  from  people— without 
proposing  to  reduce  contribution  rates  at  the  same  time  if  medicare 
transactions  did  not  affect  the  budget  totals  but  served  only  to  increase 
the  amount  of  money  m  the  hospital  insurance  trust  fund,  a  fund 
which  is  expected  to  grow  at  a  fully  satisfactory  rate  for  many  years? 
I  doubt  It.  Mr.  Chairman,  I  doubt  it. 

That  finishes  my  prepared  statement,  Mr.  Chairman. 

I  would,  of  course,  be  happy  to  answer  any  questions. 

[The  prepared  statement  follows :] 

Statement  of  Robert  M.  Ball 

THE  PKESIDENT'S  MEDICARE  PROPOSALS 

Mr.  Chairman  and  members  of  the  committee,  my  name  is  Robert  Ball,  and 
I  am  now  a  Senior  Scholar  at  the  Institute  of  Medicine  of  the  National  xicademy 
of  Sciences.  From  April  1962  until  March  1973  I  was  Commissioner  of  Social 
Security  and  prior  to  that  served  for  approximately  20  years  in  various  positions 
in  the  Social  Security  Administration  and  its  predecessor  organization,  the  Social 
Security  Board.  I  am  testifying  today  as  an  individual,  and  my  opinions  do  not 
necessarily  represent  those  of  any  organization  with  which  I  am  associated. 

The  President  has  made  essentially  four  distinct  proposals  affecting  the  Medi- 
care program.  I  support  one  of  them  and  disagree  with  the  other  three. 

I  believe  it  would  be  desirable  to  add  catastrophic  protection  to  the  Medicare 
program  and  pay  the  full  bills  of  those  who  have  the  largest  expenses.  Although 
the  change  affects  relatively  few  people,  catastrophic  insurance  guaranteeing  that 
no  one  had  to  pay  more  than  $500  a  year  under  Part  A  of  Medicare,  or  $250  a  year 
in  Part  B  of  Medicare  is  a  desirable  addition  to  the  program  and,  in  my  opinion, 
should  be  enacted. 

It  does  not  seem  to  me  to  be  necessary,  however,  to  take  the  bad  with  the  good. 
The  other  three  proposals  which  the  President  makes  seem  to  me  unsound  and 
unwise,  and  together  constitute  a  major  decrease  in  the  protection  which  Medi- 
care beneficiaries  now  enjoy.  In  fact,  the  decrease  in  protection  for  the  great 
majority  of  beneficiaries  is  such  that  it  constitutes  a  high  proportion  of  the 
$2.2  billion  net  savings  claimed  for  the  four  combined  proposals. 

Let's  look  at  these  three  proposals,  one  at  a  time  : 

INCREASING  COPAYMENTS  UNDER  MEDICARE 

This  is  an  old  proposal  of  the  Nixon  and  Ford  Administrations,  which  has  been 
considered  and  rejected  by  the  Congress  several  times.  Although,  to  my  knowledge, 
the  details  of  the  plan  have  not  been  made  public  as  yet,  I  am  assuming  that  the 
details  are  similar  to  those  of  earlier  proposals.  Under  Part  A,  as  under  present 
law,  a  beneficiary  when  hospitalized  would  pay  a  deductible  equal  to  one  day  of 
hospital  costs.  Under  present  law  that  deductible  is  now  $104.  From  then  on 
under  the  plan  the  patient  would  pay  10%  of  the  charges  that  he  incurred  in  the 
particular  hospital  or  skilled  nursing  home  caring  for  him,  and  would  pay  10% 
of  the  charges  for  a  visit  from  a  home  health  agency.  Once  the  beneficiary's  pay- 
ments had  reached  $500  in  covered  services  for  the  year,  he  would  not  have  to 
pay  any  more. 

You  will  remember  that  under  present  law,  after  the  $104  deductible  the 
patient  has  no  further  payments  to  make  until  the  61st  day  of  hospitalization, 
and  also  is  entitled  to  up  to  20  days  of  skilled  nursing  care  without  further 
cost  to  him.  The  Ford  proposal  is  designed  to  save  much  more  than  the  cata- 
strophic health  insurance  plan  will  cost  because  the  new  co-payments  will  apply 
to  everyone  and  the  catastrophic  benefits  to  very,  very  few.  As  I  said  earlier,  this 
is  an  old  proposal  and  was  put  forward  within  the  Department  of  Health.  Edu- 
cation, and  Welfare  as  long  ago  as  when  I  was  still  there.  It  clearly  transfers 
colF?ts'from  the  program  to  the  beneficiary,  which  does  not  seem  to  me  a  good 
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idea,  but  it  is  also  said  to  liave  the  virtue  of  making  for  better  utilization  of 
hospital  services.  I  doubt  it.  ^      ^-u       ^-    4- x.^a 

There  are  two  parts  to  the  argument.  First,  it  is  said  that,  if  the  patient  had 
to  pay  10%  of  tne  cost,  physicians  will  take  this  fact  into  account  when  they 
<jrder  services  or  admit  someone  to  a  hospital  or  decide  on  whether  he  should 
be  moved  trom  a  hospital  to  a  nursing  home  or  discharged.  It  seems  to  me  that 
the  moiivacion  is  too  indirect.  It  is  the  physician  who  is  making  the  decision 
and  the  patient  who  is  paying  a  small  part  of  the  cost.  But,  in  any  event,  should 
there  be  some  small  effect  toward  the  reduction  of  services,  it  is  hard  to  say 
whether  the  reduction  would  be  any  more  likely  to  occur  in  unnecessary  care 
than  in  necessary  care. 

Probably  it  would  have  little  effect  on  institutional  services  one  w^ay  or 
anothei.  i\ot  only  because  the  motivation  for  the  physician  is  so  weak,  but  even 
what  motivation  there  might  be  is  confined  to  a  limited  portion  of  the  Medicare 
population.  The  new  coinsurance  would  not  apply  to  low-income  persons  who 
would  be  eligible  for  Medicaid,  because  the  Medicaid  program  picks  up  deductibles 
mid  co-payments  for  the  needy  aged  and  disabled.  It  would  not  apply,  either, 
to  the  half  of  the  elderly  population  who  are  well  enough  off  to  buy  private 
insurance  supplementation.  This  group  w-ould  have  to  pay  more  for  the  private 
insurance  coverage  they  now  carry  to  supplement  Medicare — their  premiums 
would  go  up — but,  since  they  would  not  have  to  meet  the  coinsurance  at  the 
time  the  services  were  rendered,  there  could  be  no  effect  on  the  physician's 
motivation.  Therefore,  whatever  small  effect  on  utilization  this  proposal  might 
have  would  be  limited  to  a  group  not  quite  poor  enough  to  be  covered  by  Medicaid 
and  not  quite  well  enough  off  to  buy  supplementary  protection. 

The  second  argument  made  for  this  proposal  is  that  it  would  lead  beneficiaries 
to  seek  care  in  the  hospitals  with  the  lowest  charges,  presumably  when  such 
hospitals  could  furnish  appropriate  care.  This  is  said  to  be  true  because  the 
coinsurance  is  related  to  the  individual  charges  made  by  a  particular  hospital 
to  paying  patients  and  on  the  basis  of  whatever  services  are  actually  rendered, 
whereas  the  coinsurance  in  Medicare  today  (applicable  after  the  60th  day  in 
the  hospital  and  after  the  20th  day  in  a  skilled  nursing  home)  is  related  not 
to  the  particular  institution  but  to  average  daily  charges  across  the  country. 
Again,  I  am  quite  skeptical.  First,  I  am  skepitcal  about  the  ability  of  Medicare 
patients  to  influence  the  physician's  choice  of  a  hospital — physicians  usually 
enter  their  patients  in  hospitals  where  they  have  privileges — and,  secondly, 
I  am  skeptical  about  the  ability  of  Medicare  patients  to  judge  whether  the  hos- 
pital with  the  lower  charges  is  as  adequate  for  the  purpose  under  consideration 
as  some  other  hospital.  Insofar  as  there  turned  out  to  be  any  result  from  this 
individual  pricing  mechanism — and  I  doubt  if  there  would  be  much — it  seems 
to  me  much  more  likely  that  it  would  move  in  the  direction  of  pushing  the  low- 
income  person  toward  the  hospital  with  the  lowest  charges,  while  those  who 
could  meet  the  coinsurance  in  the  hospitals  where  the  charges  were  higher  would 
go  wherever  it  seemed  best  to  their  physicians  that  they  should  go. 

One  of  the  big  advantages  of  the  Medicare  program  has  been  that  it  has  taken 
a  long  step  toward  ending  a  dual  system  of  care  for  those  covered  by  thp  pro- 
gram. One  of  the  objects  of  Medicare  has  been  to  bring  the  covered  beneficiary 
into  the  mainstream  of  American  medicine  and  away  from  dependence  upon 
charitable  hospitals.  This  proposal,  insofar  as  it  has  any  effect  at  all,  would 
tend  in  the  other  direction. 

_  Mr.  Chairman,  it  seems  to  me  that  none  of  the  virtues  claimed  for  the  introduc- 
tion of  coinsurance  for  most  hospital  and  skilled  nursinsr  stays,  or  for  tying  that 
coin^nrance  to  charges  made  by  the  individual  institutions,  are  real."  My  con- 
-clusion  is  that  the  proposal  is  designed  to  save  money  for  the  prosrram  by  shifting 
■costs  to  beneficiaries. 


THE  PROPOSAL  TO  LIMIT  INCREASES  IN  PHYSICIANS'  FEES  RECOGNIZED  V.Y  lirEDTCARE 

TO  4  PERCENT 

It  should  be  fully  recognized  that  this  is  not  a  proposal  to  hold  physicians' 
fe  increases  to  4%.  but  only  to  limit  Medicare  recognition  of  whatever  physicians' 
fee  increases  there  are.  The  result  is  very  different.  As  the  Committee  knows 
under  Medicare  the  physician  has  the  choice,  procedure  bv  procedure  and 
patient  by  patient,  to  choose  whether  he  wishes  to  be  paid  directly  bv  the  pro- 
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gram,  called  the  "assignment  method"  (in  which  case  he  must  accept  the  pro- 
gram's determination  of  a  reasonable  charge),  or  to  bill  some  or  all  of  his  patients 
whatever  he  wishes  and  collect  from  them  directly.  If  he  chooses  the  latter 
course  in  a  particular  case,  Medicare  reimburses  the  patient  according  to  its  own 
reasonable  charge  rules,  but  the  physician  can,  in  addition,  collect  directly  from 
the  patient  whatever  additional  fee  he  has  set.  It  is  important  to  note  that,  under 
the  law,  the  physician  has  every  right  to  switch  back  and  forth  from  patient  to 
patient,  and,  if  he  wishes,  he  may  bill  a  patient  directly  for  some  charges  and 
by  taking  "assignments",  receive  direct  payment  from  the  government  for  other 
charges  from  that  same  patient  or  other  patients. 

It  is  to  be  expected,  then,  that  if  Medicare  reimburses  significantly  below  the 
rate  a  physician  is  charging  non-Medicare  patients,  he  will  turn  increasingly  to 
direct  billing  and  thus  shift  the  cost  away  from  the  Medicare  program  and  to  the 
patient. 

The  4%  cap  recommended  by  the  President  it  seems  to  me,  may  well  turn 
out  to  be  largely  such  a  shift  in  cost  from  the  program  to  patients,  rather 
than  an  actual  limitation  on  physician  fee  increases — not  entirely,  not  100%. 
but  certainly  in  very  substantial  degree. 

I  think  we  should  be  going  in  another  direction  in  the  reimbursement  of  physi- 
cians under  Medicare.  I  would  favor  changing  the  plan  so  that  a  physician  had 
to  choose  to  take  all  of  his  patients  for  all  procedures  one  way  or  another.  If 
he  wished  to  have  the  advantage  of  the  government  paying  him  directly,  in  my 
judgment,  he  should  be  required  to  do  so  in  all  instances  or  take  his  chances 
Oil  collection. 

Part  B  of  Medicare  is  becoming  quite  unsatisfactory  under  the  present  pro- 
visions because  of  the  ability  of  the  physician  to  pick  and  choose.  Many  Medi- 
care beneficiaries  are  not  paying  20%  coinsurance  today  but  30%  and  40%  or  even 
more,  because  physicians  are  frequently  not  taking  assignments.  If  physicians 
had  to  "join  the  plan",  as  it  were,  to  get  paid  by  the  government,  the  Social 
Security  Administration  could  publicize  the  names  of  those  who  had  agreed 
to  accept  the  determined  charge,  so  that  the  beneficiaries  would  know  that 
they  had  to  pay  only  20%  of  that  amount.  In  any  event,  this  proposal  of  the 
President's  seems  to  me  primarily  a  shift  in  costs  from  program  to  beneficiary. 

THE  PROPOSED  7  PERCE^'T  LIMITATION  ON  THE  INCREASE  IN  RECOGNIZED 

HOSPITAL  COSTS 

The  7%  proposed  limitation  on  Medicare  recognition  of  increases  in  hospital 
costs  does  not  limit  increases  in  what  hospitals  can  charge  generally.  It  is 
quite  possible,  therefore,  that  hospital  costs  would  rise  more  than  7%  and  that 
these  increasing  costs  might  be  shifted  to  self  payors  and  other  third  parties — 
commercial  insurance  and  Blue  Cross.  Insofar  as  this  were  to  happen,  in  my 
judgment,  it  would  be  unfair.  Medicare  was  not  set  up  on  a  charity  basis  and 
should  not  be  subsidized  by  people  not  under  Medicare  who  happen  to  get  sick 
or  have  private  insurance.  Medicare  should  pay  its  own  way. 

In  some  states  Medicaid  is  already  reimbursing  at  less  than  full  cost  for  the 
patients  it  pays  for,  and  this  trend  is  likely  to  continue.  For  Medicare  to  also 
become  an  under-payor  is  going  to  increase  costs  for  the  rest  of  the  population. 

Yet,  the  result  of  this  proposal  is  not  all  one  way.  Since  Medicare  pays  such 
a  large  portion  of  total  hospital  costs,  it  well  may  be  that  the  7%  limitation 
will  have  some  effect  in  limiting  hospital  cost  increases,  and  not  result  merely 
in  passing  on  to  other  payors  the  full  cost  increases  that  would  otherwise  take 
place.  With  30%  to  35%  of  cost  reimbursement  coming  from  Medicare  in  the 
typical  hospital,  it  may  not  be  possible  to  shift  the  full  amount  of  major 
increases  beyond  the  7%  to  other  payors.  In  other  words,  unlike  the  4%  pro- 
posal on  physician  fees,  this  proposal  may  have  some  restraining  effect.  Yet  it 
seems  like  an  unfair  way,  and  not  a  very  effective  way,  to  try  to  hold  down 
increasing  hospital  costs.  It  seems  to  me  we  need  a  plan  that  applies  not  just  to 
Medicare  but  to  all  who  pay  for  hospital  costs  through  a  mechanism  of  plan- 
ning and  regulation.  Medicare  might  help  by  the  adoption  of  prospective  reim- 
bursement for  institutions,  rather  than  retroactively  picking  up  pretty  much 
what  the  institutions  have  decided  to  spend,  but  a  unilateral,  arbitrary  limita- 
tion on  cost  increases  to  be  recognized  by  Medicare  alone  would  certainly  have 
uneven  and  arbitrary  results. 
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SUMMABT 

Taken  as  a  whole,  it  seems  to  me  that  the  President's  recommendations  on 
Medicare  are  a  mistake  and  should  not  be  enacted.  I  would,  however,  urge  the 
separation  of  the  proposal  for  catastrophic  coverage  of  Medicare  beneficiaries 
as  proposed  by  the  President,  and  the  passage  of  that  one  proposal. 

It  is  my  belief  that  the  best  way  to  finance  catastrophic  hospital  insurance 
under  Medicare  is  through  an  increase  in  the  earnings  base,  which  is  needed,  in 
any  event,  on  the  cash  benefit  side  of  the  program.  In  other  words,  for  1977,  in- 
stead of  a  maximum  earnings  base  of  $16,500,  as  it  is  expected  to  be  under  the 
automatic  provisions  of  present  law,  I  would  propose  that  the  base  be  raised  to 
about  $22,000.  This  would  raise  for  the  cash  benefit  program  about  the  same 
amount  of  additional  income  as  the  President's  proposal  for  increasing  the  con- 
tribution rate  by  three  tenths  of  a  percent  on  all  employees,  and  a  like  amount 
on  all  employers.  Raising  the  maximum  earnings  base  to  about  $22,000  in  1977 
would  affect  only  the  15%  of  earners  who  have  the  highest  earnings,  and  they 
would  all  get  more  in  the  way  of  benefit  credits  under  the  cash  program  for 
their  additional  payments.  A  by-product  of  this  way  of  strengthening  the  financ- 
ing for  the  cash  benefit  program  is  that  the  same  rates  now  scheduled  for  Medi- 
care applied  to  a  higher  base  would  about  cover  the  cost  of  the  Part  A  part  of 
the  catastrophic  proposal. 

Apparently,  under  the  President's  proposal  for  catastrophic  protection  under 
Part  B — the  physicians'  services  part  of  Medicare — the  cost  would  be  met  by  in- 
creasing the  deductible  from  $60  to  $77  and  then  having  that  deductible  rise  in 
future  years  automatically  as  the  cost  of  services  under  the  program  increases. 
I  woulw  prefer  to  meet  the  cost  of  this  part  of  the  catastrophic  proposal  from 
general  revenues.  Present  law  already  provides  that  more  than  half  of  the  cost 
of  Part  B  be  met  from  general  revenues,  and  it  seems  to  me  that  this  additional 
protection  could  well  be  paid  for  by  an  increase  in  this  general  revenue  alloca- 
tion. I  am  concerned  that  a  higher  and  higher  deductible  applied  to  physicians' 
services  might  interfere  with  the  willingness  of  people  to  seek  early  treatment. 
Ideally,  I  wish  there  were  no  deductible  in  Part  B  but  only  coinsurance,  which 
is  much  less  of  a  barrier  to  seeking  needed  care  than  a  flat  deductible.  If,  be- 
cause of  cost,  it  is  unwise  to  get  rid  of  the  deductible,  the  least  we  can  do,  it  seems 
to  me,  is  leave  it  where  it  is. 

Finally,  Mr.  Chairman,  I  would  like  to  say  that  the  President's  proposals  in 
the  Medicare  area  reinforce  my  belief  that  social  security  and  IMedicare,  both 
contributory  social  insurance  programs,  should  not  be  included  in  the  general 
budget.  If  social  security  were  entirely  separate  and  outside  the  budget,  except 
for  purposes  of  economic  analysis,  as  it  was  prior  to  fiscal  year  1969,  there 
would  not  be  the  same  temptation  as  at  present  to  try  to  show  a  better  overall 
budget  picture  by  reducing  social  security  and  Medicare  benefits.  The  $2.2  billion 
claimed  as  savings  for  these  Medicare  proposals  have  been  used  to  bring  the 
overall  budget  imder  the  President's  target  of  $.395  billion.  Would  we  have  these 
cost-saving  proposals  without  proposals  for  reducing  contribution  rates  at  the 
same  time  if  they  did  not  affect  the  budget  totals  but  only  served  to  increase 
the  amount  of  money  in  the  hospital  insurance  trust  fund,  a  fund  which  is  ex- 
pected to  grow  at  a  fully  satisfactory  rate  for  many  years?  I  doubt  it. 

Mr.  CoRMAN"  [presidinof].  What  is  your  rough  estimate  of  the  cost 
to  accept  just  the  catastrophic  part  of  the  administration's  proposal, 
with  knowledfife  of  the  offset  medicaid  savini?  there  would  be. 

Mr.  Ball.  The  total  cost  for  the  hospital  part,  according  to  the  ad- 
ministration, is  around  $1  billion.  That  is  just  about  what  you  would 
get  out  of  applying  the  present  hospital  insurance  contribution  rates 
to  the  additional  payroll  that  would  come  in  under  the  $22,000  wage 
base. 

Mr.  Gorman.  I  was  trying  to  figure  out,  is  that  $1  billion  in  new 
cost  offset  by  the  amount  of  medicaid  savings — or  do  you  know? 

Mr.  Ball.  No,  I  believe  in  their  estimate,  Mr.  Chairman,  this  is  just 
the  cost  that  is  added  to  the  medicare  program  itself,  but  I  am  not 
sure. 
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yir.  CoRjiAx.  There  must  be  a  tremendous  saving  to  the  medicaid 
program.  I  think  most  of  the  catastrophic  cases  would  fall  in  that 
program. 

:\Ir.  Ball.  Yes.  but  nevertheless  you  have  to  provide  the  financing  in 
medicare  if  you  cover  it  there. 

^Ir.  CoRZMAx.  I  was  just  trying  to  figure  out  the  rough  amount  of 
new  dollars.  I  recognize  the  difference  in  financing. 

}Lt.  Ball.  I  think  it  would  be  well,  Mr.  Chairman,  to  ask  the  ad- 
ministration for  an  estimate  of  the  medicaid  offset  of  this  proposal. 

Mr.  Coe:max.  'What  do  you  foresee  as  the  future  for  medicaid  in  the 
various  States  if  we  go  to  bloc  grants  and  remove  the  requirement  for 
matching  funds  and  for  maintenance  of  effort? 

^Ir.  Ball.  I  ani  very  much  concerned  about  that  proposal,  Mr.  Chair- 
man. In  effect,  it  changes  the  medicaid  system  from  an  offer  of  the 
Federal  Government  to  help  the  States  meet  what  they  see  as  their 
needs  in  the  program  to  putting  a  limit  on  the  overall  amount  the 
Federal  Government  would  supply.  And  there  it  allows  the  States  to 
pur  the  liniited  Federal  amount  into  the  same  program  or  to  put  some 
into  medical  programs  other  than  medicaid.  One  thing  that  could 
easily  happen  in  some  States  is  that  the  present  provision  which  re- 
quires medicaid  to  fill  in  the  coinsurance  and  deductibles  for  low-in- 
come medicare  beneficiaries  might  be  dropped. 

Another  thing  that  could  happen  is  that  under  the  pressure  of 
limited  budgets"  in  individual  States  there  might  be  even  less  adequate 
nursing  home  care  than  there  is  today  as,  down  the  road,  the  Federal 
Government  proves  itself  unwilling  to  put  up  more  money.  There 
would  no  longer  be  a  commitment  l3y  the  Federal  Government. 

^Ir.  CoRMAX.  If  we  wanted  to  maintain  a  balance  for  our  present 
medicare  part  B  and  to  eliminate  the  deductible,  how  much  would  we 
have  to  increase  the  copayment?  Do  you  have  any  estimate  on  that? 

^fr.  Ball.  I  don't,  Mr.  Chairman.  Again,  that  would  be  a  good 
question  to  ask  the  actuaries  in  social  security. 

According  to  the  testimony  this  morning,  as  you  know,  the  addi- 
tional cost  in  part  B  is  S208  million  for  the  first  year  which  is,  of 
course,  much  less  than  the  $1  billion  that  is  now  estimated  for  part  A. 

How  much  you  would  have  to  increase  coinsurance  to  make  up  the 
$20S  million,  I  don't  know,  but  it  is  a  good  question  for  the  actuaries. 

Mr.  CoRMAx.  The  hospital  people  uniformly  testified  yesterday 
that  if  we  moved  from  cost  reimlDursement  to  a  fixed  increase  that  they 
would  shift  additional  cost  to  the  non-medicare  patient. 

Since  you  are  not  a  hospital  administrator,  would  you  like  to  com- 
ment as  to  whether  or  not  vou  would  think  that  would  happen? 

:Mr.  Ball.  I  would  think  it  would  be  a  mixture  of  two  things,  Mr. 
Chairman.  I  think  it  is  reasonable  to  assume  that  there  would  be  some 
shift  of  cost  to  the  self -paying  patient  and  to  third  parties  other  than 
medicare,  to  those  who  have  commercial  insurance  or  in  many  States 
to  those  who  have  Blue  Cross.  But  I  don't  think  that  that  is  the  whole 
effect,  as  I  indicated.  I  do  think  the  7  percent  cap,  although  a  very 
crude  approach,  probablv  would  have  some  restraining  effect  on  actual 
increases  in  hospital  costs.  It  may  not  be  100  percent  a  shift,  as  I 
gather  the  hospital  people  testified.  I  think  it  would  result  m  a  shift 
to  some  extent  but  also  in  reduction  in  services.  I  doubt  if  they  could 
shift  it  all. 
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Mr.  CoRMAX.  Looking  again  at  part  B,  do  you  think  the  Govern- 
ment has  a  big  enough  share  of  the  market  that  they  could  negotiate 
reasonable  fees  with  the  doctors  ? 

Mr.  Ball.  Mr.  Chairman,  in  my  proposal,  physicians  would  indicate 
that  they  would  join  and  then  they  would  agree  to  abide  by  the  rea- 
sonable charge  determination  in  all  cases  in  return  for  having  the 
Government  collect  their  bills  and  save  them  the  bad  debt  and  collec- 
tion problem.  It  would  not  be  necessary  as  part  of  that  proposal  to  oo 
to  a  flat  fee  schedule.  For  medicare,  you  could  continue  a  reasonable 
and  customary  approach  with  the  prevailing  limit  as  now.  You  could 
have  variation  of  payment  to  physicians  under  a  ceiling  just  as  you  do 
today. 

But  the  big  advantage  is  that,  having  established  a  fee  screen  for 
an  individual  physician  on  the  basis  of  his  past  charges  and  with  a 
prevailing  cutoff  that  is  related  to  what  other  physicians  in  the  area 
charge,  then  the  physician  who  would  join  the  plan  and  agree  to  abide 
by  the  charge  determination  could  not  turn  around  because  he  thought 
he  could  get  more  in  a  given  instance  and  bill  the  patient  directly,  with 
the  patient  having  to  pay  30-,  40-,  50-percent  copayment  instead  of 
20  percent. 

If  he  wanted  to  go  that  route  he  would  be  allowed  to  under  what  I 
proposed  but  he  would  have  to  take  the  disadvantage  of  making  all 
his  collections  himself. 

Mr.  CoRMAx.  You  think  we  might  be  able  to  do  that  without  very 
much  of  an  increase  in  the  doctors'  fees  that  they  are  presently  charg- 
ing now  on  assignments  ? 

Mr.  Ball.  I  would  think  that  it  would  have  the  opposite  effect.. 
Mr.  Chairman,  I  think  if  social  security  publicized  the  names  of  the- 
individual  doctors  who  belonged  to  the  plan,  that  a  high  proportion 
of  medicare  beneficiaries  would  be  inclined  to  go  to  those  physicians 
where  they  knew  they  had  to  pay  only  20  percent. 

I  think,  in  turn,  a  high  proportion  of  physicians  would  be  glad  to' 
take  an  assignment — if  the}^  had  to  choose  all  one  way  or  another — in 
order  to  be  sure  that  they  got  paid  for  those  patients  who  have  low 
incomes  or  even  for  middle-income  people  who  might  at  some  point 
have  very  high  bills.  The  only  way  they  could  get  their  bills  collected 
by  the  Government  would  be  for  them,  in  all  situations,  to  take  the 
assignment  approach. 

So  I  really  have  not  faced  the  issue  in  the  medicare  programx  of  es- 
tablishing one  fee  schedule  negotiated  for  a  whole  area.  I  am  sure  that 
in  a  national  health  insurance  plan  covering  the  whole  population 
we  would  have  to  move  in  that  direction,  but  it  may  be  somewhat  pre- 
mature to  consider  it  solely  for  the  11  percent  of  the  population  that 
are  under  medicare. 

Mr.  CoRMAN".  Thank  you  very  much,  Mr.  Ball,  we  appreciate  your 
contribution. 

The  committee  stands  adjourned. 

[^'V^iereupon,  at  12 :11  p.m.,  the  hearing  was  adjourned.] 
[The  following  was  submitted  for  the  record :] 
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American  Dental  Association, 
Washington,  D.G.,  February  12, 1976. 

Hon.  Dan  Rostenkowski, 

ill  airman,  Siil)committee  on  Health,  Raylturn  House  Office  Building,  Wasliing- 
to)i,  D.C. 

Dear  Mr.  Rostenkowski  :  On  behalf  of  the  American  Dental  Association  I 
•uonld  like  to  submit  the  following  brief  comments  regarding  the  President's 
proposals  for  changing  the  Medicare  program  as  outlined  in  his  State  of  the 
I'nion  Message. 

In  particular  the  Association  would  like  to  record  its  opposition  to  the  pro- 
posed "'cap''  on  reimbursement  levels  for  providers  under  Part  A  and  ''physicians" 
under  Part  B.  Although  authorized  dental  services  are  extremely  limited  under 
Medicare,  a  significant  number  of  dentists  do  provide  covered  services  both  in 
..tlice  and  hospital  settings,  and  are  included  within  the  statutory  definition  of 
•  physician''  for  this  purpose. 

The  proposed  percentage  limitation  of  four  percent  on  practitioners'  reimburse- 
ment obviously  is  arbitrary  and  discriminatory  and  will  result  in  shifting  addi- 
tional financial  burdens  upon  the  vast  majority  of  Medicare  beneficiaries  as  well 
as  non-Medicare  patients. 

Additionally,  the  proposal  is  wholly  unrealistic  since  it  apparently  assumes 
that  increases  in  practitioners'  costs  of  doing  business  above  four  percent  can 
and  should  be  absorbed  while  those  in  other  fields  of  endeavor  are  free  of  con- 
trols. In  this  connection,  it  should  be  noted  that  in  1974  dentists'  fees  rose  7.8 
I)ercent  while  other  services  increased  8.1  percent.  During  the  nine-years  since 
the  U>i)l  base  line  of  100.0  was  established  for  the  Consumer  Price  Index,  den- 
tists' fees  have  increased  66.5  percent,  a  slower  pace  than  other  services  at  73.1 
percent  and  about  even  with  the  general  economy  at  66.3  percent.  During  the 
same  period  the  costs  of  operating  a  dental  practice  increased  more  than  150 
percent.  In  1975  dentists'  fees  rose  7.8  percent  while  other  services  increased 
"-.1  percent. 

It  also  should  be  noted  that  the  health  segment  of  the  economy  is  particularly 
subject  to  inflationary  pressures  because  of  its  use  of  highly  sophisticated 
efpiipment,  highly  trained  personnel,  and  because  of  special  insurance  problems 
and  other  factors. 

Finally,  the  Committee  should  take  into  account  the  fact  that  the  ultimate 
effect  of  the  proposed  Medicare  changes  might  be  expected  to  curtail  the  avail- 
ability and  quality  of  health  services  for  the  elderly.  By  placing  arbitrary  and 
artificial  limits  on  reimbursement  levels  in  light  of  increased  practitioners'  costs, 
the  proposals  would  jeopardize  the  quality  of  health  care  for  older  Americans, 
force  manv  Medicare  patients  to  pay  more  for  services,  or,  even  worse,  force  a 
reduction  in  care  available  to  beneficiaries.  ^-u  * 

For  these  and  other  reasons  of  both  principle  and  practicality,  the  Association 
urges  the  Committee  to  reject  the  Administration  proposal  referred  to  above. 
Sincerely  yours,  Paxil  W.  Kunkel, 

Chairman,  Council  on  Legislation. 


Statement  of  the  American  Health  Care  Association, 
Theodore  Carcich,  Jr.,  President 

On  behalf  of  the  American  Health  Care  Association,  I  would  like  to  thank  the 
<'ha  rman,  the  Honorable  Dan  Rostenkowski  of  Illinois  and  the  members  of 
rhis  Subcommittee  for  the  opportunity  to  submit  this  statement  on  President 
Ford'^  nroposals  for  change  in  the  Medicare  law.  ^ 

T  e  American  Health  Care  Association  is  a  federation  of  state  associations 
thit  renresent  nearlv  8,000  long  term  health  care  facilities  providing  more  than 
n  n uarteiMnil  ion  be^^  for  the  infirm  elderly,  the  disabled,  and  the  chronically 
ill  i  all  ages  throughout  the  nation.  The  national  association,  headquartered 
n  wn^hirit^on  D  C  is  the  largest  organization  representing  long  term  health 
ZrJf^m!ie^\^^^^  associated  with  them,  in  the  United  States 

IfpSent  of  ^his  association,  I  am  honored  to  be  its  spokesman  on  this  vital 
issue  of  concern  to  all  Americans. 
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We  are  uot  against  cutting  costs  of  a  vast  federal  bnrea:ueracy  and  its  many 
jealously  guarded  baronies,  its  overlapping  and  in  many  cases  ineffective 
programs. 

But  we  are  against  reversing  the  direction  of  a  national  policy  developed  over 
many  years  for  opening  the  doors  to  better  health  care  for  the  expanding  segment 
of  our  older  population.  And  reversal,  it  seems  to  us,  is  what  the  President's 
Medicare  proposals  would  do. 

When  Medicare  was  enacted  nearly  10  years  ago,  it  was  supix)sed  to  herald  a 
new  era  in  which  this  nation's  elderly  would  not  be  denied  adequate  health  care.. 
It  was  said  then  that  Medicare  would  provide  insurance  against  the  financial 
disaster  of  illness  or  injury  among  those  over  Go  years  of  age.  Though  Medicare^ 
has  helped  hundreds  of  thousands  of  older  Americans,  has  it  opened  the  doors- 
wide?  Or  has  it  been  just  a  beginning? 

If  what  the  President  is  proposing  would  improve  Medicare,,  we  would  support 
his  proposals  enthusiastically.  But  is  this  the  case?  Let's  take  a  look. 

Under  Medicare  now,  the  only  way  a  beneficiary  can  come  out  ahead  is  either 
to  get  well  or  die.  Medicare  is  geared  to  acute-type  illness  or  injury.  If  everyone- 
between  the  ages  of,  let's  say,  40  and  65  were  covered  under  Medicare,  this  might 
make  sense. 

It  should  be  obvious  that  every  year  past  age  65  that  an  average  person  lives^ 
the  more  likely  that  person's  health  needs  will  be  in  the  realm  of  long  term  care — 
in  areas  and  for  items  not  now  covered  under  Medicare. 

We  recognize  that  nursing  homes  are  not  the  only  answer  to  these  needs.  We 
believe  alternatives  such  as  day  care,  home  health,  and  many  of  the  other  ideas- 
that  have  been  suggested  and  discussed,  should  receive  close  scrutiny. 

In  this  regard  we  would  invite  the  attention  of  this  subcommittee  to  statements- 
to  its  members  by  our  Executive  Vice  President,  Thomas  G.  Bell,  D.P.A.,  on 
April  15,  1975,  and  our  then-President  Wiley  M.  Crittenden,  Jr.  on  November  24,. 
1975;  and  to  our  testimony  before  the  full  committee  on  Jun«  7,  1974,  and  before- 
the  Senate  Special  Committee  on  Aging  on  .July  17,  1974. 

If  budgetary  concerns  are,  indeed,  the  President's  reasons  for  proposing  these 
Medicare  changes,  we  are  in  complete  sympathy  and  are  certain  the  problems- 
can  be  faced  and  to  a  degree  solved  with  a  more  open  dialogue. 

We  would  begin  by  asking:  Will  increased  revenue  from  these  least  able  to 
pay — most  of  who  probably  will  never  benefit  from  these  proposals — help  hold: 
down  health  care  costs?  It  would  seem  doubtful. 

We  do  not  relish  the  role  of  spoiler,  or  quibbling  complainer;  but  we  do  feel 
anguish  and  instead  of  calling  on  the  experience  of  professionals  in  health  care 
delivery  for  the  elderly,  including  those  of  the  American  Health  Care  Associa- 
tion, the  President  and  his  budgetary  advisers  saw  fit  to  decide  this  serious^ 
matter  behind  the  closed  doors  of  the  White  House.  And  we  are  especially 
astounded  that  such  a  decision  was  reached  despite  indications  of  an  over- 
whelming adverse  reaction  by  so  many. 

With  all  due  respect  to  our  President,  ]Mr.  Chairman,  we  also  find  it  hard  to 
conceal  our  amazement  that  Mr.  Ford  could  say  we  must  eliminate  fear  from, 
prolonged  illness  and  then  turn  right  around  and  say  ice  can't  afford  it. 

In  the  President's  proposals,  the  words  "covered  services''  were  prominent.  We 
would  like  to  note  that  Medicare  covers  less  than  40  percent  of  the  health  bill  of 
those  it  is  supposed  to  protect. 

If  this  plan  should  be  enacted,  we  wonder  how  it  could  be  called  "catastrophic" 
protection.  Indeed,  instead  of  protection  against  catastrophe,  the  plan  could 
actually  bring  on  a  catastrophe  for  most  of  our  senior  citizens. 

As  you,  Mr.  Chairman,  so  aptly  put  it :  "'By  imposing  a  new  10  percent  coinsur- 
ance feature  under  Medicare,  the  President  actually  would  be  creating  a  catas- 
trophe for  aged  beneficiaries — and  then  he  says  he  will  not  let  the  catastrophe  be 
more  than  $.500  a  year." 

That  S500  really  could  be  catastrophic  for  most  of  the  25  million  Medicare 
beneficiaries  who  exist  on  fixed  incomes. 

The  President  claims  that  10  percent  of  the  Medicare  beneficiaries  would  reach: 
the  $500  Part  A  liability  limit— a  figure  he  set  beyond  which  an  illness  could  be 
called  catastrophic.  There  are  many  ways  this  could  happen.  They  have  been 
well  described  in  other  statements  submitted  to  this  subcommittee;  but  sadly 
there  has  been  no  documentation  to  our  knowledge  from  the  Administration. 

As  a  matter  of  fact,  as  Medicare  is  now  set  up  and  inadequate  as  it  is.  less- 
than  one-half  of  one  percent  of  the  beneficiaries  are  exceeding  the  proposed  $500^* 
Part  A  limit. 
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We  could  support  a  coinsurance  feature  that  would  be  a  percentage  of  per  diem 
charges  instead  of  the  $104  first-day  coinsurance  now  in  effect,  but  we  would 
have  to  be  certain  that  the  percentage  would  be  one  that  our  elderly  citizens 
could  afford.  Our  reasoning  on  this  is  that  it  would  give  those  who  could  pay, 
or  with  coinsurance  to  cover  the  added  cost,  more  flexibility  of  choice  in  both 
type  of  services  and  where  those  services  are  received. 

We  are  glad  to  hear  that  the  President  says  he  intends  to  seek  repeal  under 
his  plan  of  the  60-dciy  limit  on  hospital  stays  plus  the  100-day  limit  on  extended 
skilled  nursing  care.  But  this  hardly  makes  the  plan  palatable  enough  to  be 
called  the  "Medicare  Improvement  Act  of  1976"  as  the  President  has  done. 

Touching  briefly  on  the  proposed  Part  B  deductible,  the  25  percent  proposal 
could  add  up  to  $400  million  in  additional  federal  expenditures  and  could  place 
another  $100  million  burden  on  already  hard-pressed  state  and  local  govern- 
ments because  the  tab  is  being  picked  up  under  Medicaid.  Therefore,  the  Presi- 
dent's block  grant  plan — which  would  (1)  limit  federal  expenditures,  (2)  en- 
courage more  states  to  cut  back  on  their  shares,  and  (3)  increases  cost  sharing 
by  the  aged — could  prove  disastrous  to  Medicare  financing. 

An  elderly  person  who  is  not  receiving  Medicaid  help,  would  need  nearly  $900 
in  supplemental  medical  insurance  to  qualify.  It  is  almost  a  certainty  that  at 
this  rate  few  would  remain  ineligible  for  Medicaid  for  very  long. 

For  those  Medicare  beneficiaries  who  have  never  applied  for  Medicaid,  many 
of  whom  do  not  even  qualify,  the  option  will  be  to  lose  everything,  including 
dignity,  or  to  join  the  ranks  of  the  destitute  so  they  can  get  help  from  Medicaid. 

We  should  not  be  tightening  the  financial  screws  on  state  and  local  Medicaid 
programs.  Instead  we  should  be  developing  uniform  minimum  eligibility  stand- 
ards in  all  the  states. 

So  if  the  President  hopes  to  hold  down  Medicaid  costs,  we  hope  he  will  heed 
the  above  comment. 

Let's  not  be  fooled.  The  Administration's  real  game  is  to  reduce  Medicare 
outlays. 

Limiting  to  seven  percent  Part  A  provider  reimbursement  increases  for  per 
diem  charges,  as  proposed  by  the  President,  seems  merely  an  attempt  to  stall 
inflationary  pressures  temporarily. 

The  proposed  Part  B  four  percent  lid  on  physician  reimbursement  could  trigger 
a  tide  in  the  number  of  doctors  who  are  refusing  Medicare  reimbursement  as 
full  compensation. 

Also,  insurance  experts  tell  us  that  deductibles  and  copayments  have  actually 
added  to  program  costs  because  incentives  to  seek  early  care  are  reduced. 

Though  apparently  no  health  care  professionals  outside  the  government  were 
asked  for  advice  on  Mr.  Ford's  proposal,  we  would  like  to  argue  at  least  a  few 
points  for  this  committee  that  could  help  in  the  cost-cutting  area  and  still 
strengthen  Medicare  by  steering  it  nearer  to  the  course  it  should  be  on. 

Expanded  coverage.— Kt  first  glance,  it  would  appear  that  adding  coverage  also 
would  add  to  costs.  Let's  look  again. 

1.  Sensory  impairment  increases  the  frequency  and  severity  of  other  health 
problems.  Deprivation  of  perception  heightens  psychological  problems  that  often 
lead  to  loneliness  and  despair.  Vvlth  coverage  for  eyeglasses,  dentures,  and  hear- 
ing aids  to  alleviate  these  problems  of  the  aged,  there  is  no  doubt  that  huge 
savings  in  the  cost  of  care  would  follow. 

2.  Skimping  on  necessary  medicines  for  lack  of  personal  funds  often  leads  to 
complications  requiring  additional  expensive  care.  If  out-patient  prescriptions 
were  covered  under  Medicare,  again  there  should  be  no  doubt  about  Medicare 
money  that  would  be  saved. 

3.  The  requirement  that  post  hospital  extended  care  must  be  in  a  Skilled  Nurs- 
ing Facilitv  at  the  skilled  level  results  in  unnecessary  expense.  Again  Medicare 
savings  could  be  realized  if  care  in  Intermediate  Care  Facilities  was  covered. 

So  coverage  in  all  of  the  above  areas  could  lead  to  reduced  costs  to  the  gov- 
ernment. Even  the  Administration's  own  Medicare  survey  figures  reinforce  our 
point  that  expanded  coverage  could  be  economically  advantageous. 

Rcimljnrseinent.—We  believe  a  careful  analysis  will  show  that  the  present 
method  of  provider  reimbursement  under  Medicare  is  costly,  it  provides  no  incen- 
tive for  improving  care— even  invites  fraud— and  it  does  not  assure  a  fair  com- 
pensation for  services.  ,    ,  ,  , 

1  The  Medicare  retrospective  cost  reimbursement  method  has  been  a  major 
factor  in  health  care  cost  inflation.  This  payment  approach  imposes  lenfftiiv  anri 
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•consequently  expensive  auditing  and  cost-determining  requirements  ;  it  results  in 
retroactive  denials  of  payment,  and  offers  little  motivation  for  institutions  to 
liold  down  costs.  It  encourages  inflation  and  is  a  wasteful  use  of  resources. 

2.  American  Health  Care  Association  believes  that  payments  to  both  proprie- 
tary and  non-proprietary  providers  should  be  prospective,  developed  coopera- 
tively by  providers  and  government.  Simplified  prospective  payment  based  on 
predetermined  budgets  can  promote  efBcieucy  and  cost  reduction  through  sound 
management.  Obviovsly  it  s  'better  to  know  in  advance  ichat  you  are  going  to  get 
than  to  find  out  later  what  you're  not  going  to  get. 

3.  Prospective  payment  should  reasonably  relate  payment  to  costs.  In  addition 
to  costs  for  actual  services  rendered,  provision  should  be  made  for  appropriate 
capital  expenditures  and  a  fair  return  on  investment  for  both  proprietary  and 
nonproprietary  providers.  The  Medicare  standard  for  return  on  investment  as  a 
percent  of  equity  is  discriminatory  and  discourages  new  development  so  neces- 
sary to  keep  up  with  the  growing  need  for  long  term  health  care. 

4. *  We  regret  that  HEW  has  shown  little  incentive  to  carry  out  prospective 
payment  experiments  under  Sect.  222  of  PL  92-G63.  And  we  are  concerned  that 
regulations  due  soon  to  implement  Section  249  of  PL  92-603  putting  Medicaid 
on  a  cost-related  reimbursement  system  wil  copy  the  Medicare  model. 

5.  Our  concerns  go  even  further  when  HEW  assures  us  that  the  tremendously 
added  burden  of  paying  for  a  Medical  Director,  as  required  by  law  and  regula- 
tion, will  be  alleviated  for  Medicaid  providers  when  Section  249  becomes  effec- 
tive, if  indeed  it  does,  on  July  1 — especially  when  we  read  in  the  press  that  HEW 
reportedly  is  holding  up  final  regulations  while  at  the  same  time  drafting  pro- 
posed legislation  to  abolish  Section  249. 

When  we  speak  of  catastrophic  coverage,  of  course  we  support  limitations  on 
what  a  Medicare  beneficiary  might  have  to  pay  despite  the  small  numbers  it 
would  help,  but  we  reject  the  notion  that  any  additional  costs  should  come  out 
of  the  hide  of  aged  persons  who  can't  afford  it,  or  who  would  be  reduced  to 
penury  if  their  meager  savings  were  eaten  up  by  costs  that  could  be  saved  in 
other  ways. 

Truly  "catastrophic"  coverage  should  be  geared  to  needs.  It  should  provide 
protection  for  the  remote  and  not  so  remote  risks  we  all  face  as  we  grow  older. 

An  elderly  doctor  once  said  the  only  way  to  avoid  old  age  Is  to  die  young.  We 
couldn't  say  it  better. 

We  are  grateful  to  the  Subcommittee  for  this  opportunity  to  submit  our  com- 
ments on  the  President's  Medicare  proposals. 

In  this  Bicentennial  year,  it  would  seem  more  fitting  to  honor  our  aged  rather 
than  renigging  on  our  commitments. 


American  Hospital  Association, 

Chicago,  III,  Felruary  10, 1976. 

Hon.  John  J.  Duncan, 

U.S.  House  of  Representatives,  Rayhurn  House  Office  Building, 
Washington,  D.C. 

Dear  Mr.  Duncan  :  This  morning  during  hearings  before  the  Subcommittee 
on  Health  of  the  Committee  on  Ways  and  Means,  you  questioned  our  recommen- 
dation for  the  use  of  general  tax  revenues  for  financing  the  cost  of  catastrophic 
illnesses  for  Medicare  beneficiaries.  I  am  concerned  that  mv  response  to  your 
inquiry  may  have  resulted  in  a  misunderstanding  concerning  the  policy  of  the 
American  Hospital  Association,  and  I  hope  you  will  permit  me  to  elaborate  on 
this  point. 

As  you  know,  the  American  Hospital  Association  has  supported  a  program  of 
national  health  insurance  which  provides  equitable  and  adequate  financing  from 
multiple  sources  of  funds,  both  governmental  and  private.  In  H.R.  1  introduced 
by  Chairman  Al  Ullman,  the  additional  costs  of  both  comprehensive  basic  bene- 
fits and  coverage  of  the  costs  of  catastrophic  illnesses  for  Medicare  beneficiaries 
are  provided  from  general  tax  revenues  and  paid  into  the  Federal  Hospital 
Insurance  Trust  Fund.  This  mechanism  is  analagous  to  the  current  practice  of 
appropriating  general  tax  revenues  to  meet  the  federal  government's  share  of 
the  premiums  for  Part  B  coverage  under  the  provisions  of  Title  XVIII 
fnl  ^^i'^^         ^  equitable  method  of  providing  the  necessary  funds 

tor  an  expanded  health  insurance  program  including  coverage  of  the  costs  of 
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catastrophic  illnesses  for  Medicare  beneficiaries  is  through  revenues  generated 
by  a  more  progressive  tax  system.  The  payroll  tax  mechanism  we  believe  should 
not  be  expanded  to  finance  health  benefits.  You  are,  or  course,  well  aware  of 
the  recent  discussions  concerning  the  viability  of  the  trust  fund  as  it  relates 
to  the  various  cash  benefit  programs.  In  view  of  these  concerns  we  have  sought 
to  provide  a  flexible  and  pluralistic  financing  system  for  our  health  insurance 
programs  which  relies  on  a  fair  sharing  of  the  financial  burdens. 

I  hope  these  comments  will  more  clearly  state  the  position  of  the  American 
Hospital  Association  with  respect  to  the  use  of  general  tax  revenues  for  financing 
expanded  health  insurance  programs  for  Medicare  beneficiaries.  In  our  testimony 
today  we  were  seeking  to  reaffirm  a  policy  which  is  included  in  H.R.  1. 

Should  you  desire  a  further  discussion  of  this  matter,  I  Avould  be  most  happy 
to  do  so. 

Sincerely  yours, 

•John  Alexats^der  McMahon,  President. 


Statement  of  the  American  Nurses'  Association 

For  many  years  the  American  Nurses'  Association  has  recognized  health  care 
as  a  basic  human  right.  The  Association  has  looked  upon  the  prepayment  in- 
surance systems  as  an  effective  way  to  guarantee  that  people  will  seek  and  re- 
ceive care.  Further,  the  Association  has  recognized  the  impact  of  health  insur- 
ance plans  on  the  systems  for  delivery  of  health  care.  What  health  insurance 
pays  for  determines  to  an  increasingly  great  extent  what  people  receive  in  terms 
of  quantity  and  quality  of  care. 

The  Social  Security  Amendments  of  1965  (Title  XVIII-Medicare)  estalilished 
a  health  insurance  program  for  those  65  years  of  age  or  older  and  became  a 
milestone  in  the  nation's  history  of  health  care.  The  law  has  provided  to  an 
increasingly  larger  elderly  population,  some  basic  and  needed  health  care  services 
thiit  many  of  the  elderly  were  previously  denied  by  their  sub-standard  incomes. 
Even  today,  at  best  their  resources  are  minimal  and  the  care  they  receive  the 
same.  When  inflation  affected  the  economic  status  of  the  country,  the  elderly 
were  among  the  first  groups  to  be  caught  by  the  increasing  costs  of  commodities 
and  services — the  group  least  able  to  accommodate.  Generally,  their  income  is 
fixed  and  allows  for  bare  necessities ;  for  many  in  their  daily  lives,  a  meal 
may  consist  of  only  tea  and  bread. 

When  President  Ford  proposes  changes  in  the  Medicare  law  that  will  increase 
cost  sharing  by  the  beneficiaries,  he  is  asking  the  group  least  able  to  contribute 
more.  It  is  unfair  to  ask  the  elderly  in  the  interest  of  a  balanced  'budget  to  bear 
more  of  the  burden.  Furthermore,  the  Administration's  rationale  for  the  in- 
creased payments  is  to  provide  the  beneficiaries  coverage  for  catastrophic  illness. 
The  number  who  would  benefit  from  this  is  speculated  to  be  a  small  percentage 
of  more  than  4  million  covered  by  Medicare.  Therefore,  the  onus  devolves  on 
many  to  provide  for  the  needs  of  a  few. 

We  oppose  the  President's  proposals  to  increase  out-of-pocket  payments  by 
Medicare  beneficiaries  and  offer  the  following  comments: 

1.  Presently  Medicare  beneficiaries  do  not  pay  coinsurance  until  the  61st  day. 
As  proposed,  he/she  starts  out-of-pocket  payments  immediately,  and  this  is  in 
addition  to  the  $104  deductible. 

Proposed. — Require  hospitalized  Medicare  beneficiaries  to  pay  coinsurance 
amounts  equal  to  10  percent  of  the  hospital  charp:es  ; 

2.  Putting  a  .?500  limit  on  the  amount  the  beneficiary  will  have  to  pay  for 
hospitalization  focuses  on  the  most  costly  phase  of  health  care. 

ProposerJ. — Provide  that  no  beneficiary  would  have  to  pay  more  than  $500  in  a 
year  in  such  coinsurance  amounts  (Including  the  present  inpatient  hospital 
deductible  of  $104)  ; 

Increasing  the  deductible  payment  with  future  automatic  increases  could 
cause  the  beneficiaries  to  put  off  seeking  the  modicum  of  preventive  health  care 
they  now  receive. 

Proposed. — Raise  the  present  annual  deductible  of  $60  under  part  B  (the  Sup- 
plemental Medical  Insurance  part  of  medicare)  to  $77  and  increase  the  amount 
automatically  in  later  years; 

4.  Despite"  a  $2.50  ceiling  on  the  part  B  program,  there  is  no  guarantee  the 
physician  would  not  bill  the  beneficiary  for  additional  charges. 

r;7_--'0— 76  17 
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Proposed. — Provide  that  no  beneficiary  pay  more  than  $250  in  a  year  toward 
the  deductible  and  the  existing  20  percent  coinsurance  amounts  (as  applied  to 
medicare-determined  reasonable  charges  for  physician  services )  ; 

5.  Putting  a  7  percent  cap  on  reimbursement  for  services  to  beneficiaries  could 
mean  the  differential  in  actual  cost  of  health  care  services  will  be  passed  on  to 
the  non-beneficiary. 

Proposed. — Provide  that  increases  in  hospital,  nursing  home  and  home  health 
agencies  per  diem  or  per  visit  costs  be  limited  to  no  more  than  seven  percent  for 
medicare  reimbursement  purposes :  and 

6.  Putting  a  4  percent  cap  on  physician  reimbursement  could  mean  that  less 
physicians  will  choose  to  care  for  the  elderly.  Therefore,  the  availability  of  their 
services  will  be  diminished.  In  addition,  emergency  rooms  now  stressed  by  pro- 
viding non-emergent  care  may  be  called  upon  to  provide  such  to  an  even  greater 
extent. 

Proposed. — Provide  that  medicare  would  recognize  no  more  than  a  four  per- 
cent increase  in  customary  and  prevailing  physicians'  charges  for  medicare  reim- 
bursement purposes. 

The  Association  is  aware  of  the  status  of  the  nation's  economy  and  recognizes 
that  safeguards  must  be  built  into  Federal  spending.  We  also  recognize  health  care 
as  a  prime  requirement  in  order  to  survive ;  therefore,  we  think  that  legislation 
considered  should  not  reinforce  the  diflaculties  already  facing  our  elderly  citizens. 
It  is  documented  almost  daily  in  the  media,  the  light  of  the  elderly  as  they  eke 
out  a  daily  living  in  pursuit  of  health  and  happiness  despite  an  income  gradually 
diminishing  in  buj-ing  power  so  that  essentials  such  as  food,  clothing,  shelter, 
transportation,  and  health  care  become  less  and  less  obtainable.  It  seems  illogical 
to  ask  them  to  make  sacrifices  in  the  name  of  "a  new  realism"  and  "to  introduce 
a  new  baalnce  in  the  relationship  between  the  individual  and  the  government." 


Statement  of  the  Ameeican  Osteopathic  Hospital  Association, 
Michael  F.  Doodt,  President 

This  statement  is  presented  by  Michael  F.  Doody,  President  of  the  American 
Osteopathic  Hospital  Association,  930  Busse  Highway,  Park  Ridge,  Illinois  60068. 

The  American  Osteopathic  Hospital  Association  is  Headquartered  in  Park 
Ridge.  Illinois  with  an  office  in  Washington,  D.C.  and  represents  the  osteopathic 
hospitals  throughout  the  country.  Osteopathic  hospitals,  which  number  206  in 
total,  are  located  in  28  states.  These  institutions  serve  as  the  primary  institu- 
tional care  facilities  for  those  patients  (individual  consumers)  who  choose  to 
receive  their  health  care  from  one  of  the  approximately  15,000  practicing  osteo- 
pathic physicians  in  the  country. 

Osteopathic  physicians  represent  a  second  school  of  medicine.  The  osteopathic 
profession  is  a  politically  and  philosophically  separate  and  administratively 
independent  school  of  medical  practice.  Osteopathic  physicians  represent  approxi- 
mately 5%  of  all  phlsicians  in  the  United  States,  but  it  has  been  estimated  they 
care  fov  as  much  as  10%  of  the  United  States  citizenship.  Because  the  majority 
of  osteopathic  physicians  are  in  general  practice  they  treat  a  disproportionately 
higher  number  of  patients. 

The  206  osteopathic  hospitals  represent  23,030  patient  beds  and  employ  60.185 
people.  In  1975  osteopathic  hospitals  had  more  than  $900  million  total  expenses 
while  serving  3.5  million  people  in  both  in-patient  and  out-patient  health  care. 

Osteopathic  institutions  and  physicians  are  interested  in  the  dellAery  of 
ouality  health  care  and  for  the  most  part  are  providers  who  concentrate  in 
the  areas  of  general  practice  and  family  medicine.  Approximately  70%  of  all 
practicing  osteopathic  physicians  are  general  practitioners  or  specialize  in  pri- 
mary care  areas  (internal  medicine,  family  practice,  pediatrics,  obstetrics-gyne- 
cology,  general  surgery).  Osteopathic  hospitals  are  cost  conscious  institutions 
whose  primary  objective  is  the  delivery  of  quality  health  care. 

Osteopathic  hospitals  represent  an  important  community  health  resource. 
Many  of  our  hospitals  are  located  in  rural  or  semi-rural  areas  and  provide  a 
very  necessary  community  health  service.  In  some  instances,  the  osteopathic 
hospital  is  the  only  hospital  present  within  a  community.  The  vast  majority  of 
osteopathic  hospitals  are  Medicare  certified  and,  therefore,  are  impacted  by  all 
of  these  regulatory  provisions. 

The  comments  made  here  are  based  on  the  outlined  proposals  presented  by 
the  President  in  his  State  of  the  Union  message  and  his  Fiscal  Year  1977  budget. 


253 


Since  a  definitive  legislative  package  was  introduced  only  this  week,  and  we 
have  not  yet  had  a  chance  to  review  the  details,  our  thoughts  will  bear  on  the 
general  concepts  set  forth. 

INTEODITCTION 

There  has  been  a  tremendous  increase  in  the  amount  of  money  and  the  number 
of  programs  relating  to  the  delivery  of  health  care  services  which  have  emanated 
from  Washington  over  the  past  decade. 

While  this  Association  and  the  health  care  industry  generally  have  been  and 
are  supportive  of  this  kind  of  activity,  we  have  begun  to  view  with  concern 
recent  Administration  activities  aimed  at  reducing  the  flow  of  health  care 
dollars  from  Washington. 

The  health  care  community  and  the  general  public  have  come  to  expect  this 
dollar  flow  and  these  services;  the  public  is  looking  to  and  depending  on  insti- 
tutional and  professional  health  care  providers  to  deliver  that  which  is  and  lias 
been  promised  from  Washington.  Now,  however,  the  Administration  is  proposing 
ro  cut  back  on  its  financial  support  of  such  programs  without  shouldering  the 
responsibility  of  determining  which  programs  should  be  cut  back  or  terminated. 

The  President's  Fiscal  Year  1977  budget  proposal,  as  it  relates  to  health  care, 
is  a  sincere  attempt  to  deal  with  this  complex  problem.  However,  we  are  con- 
cerned wirh  several  of  bis  proposals  which  are  the  subject  of  this  hearing  and 
\vhich  not  only  have  an  adverse  impact  on  the  system's  ability  to  deliver  lie;ilth 
care  but  will  also  negatively  affect  osteopathic  hospitals.  Our  concern  is  with 
the  7<^'c  cap  (-n  per  diem  reimbursement  to  hospitals,  with  the  catastrophic  in- 
surance proposal  and  with  some  aspects  of  the  President's  Block  Grant  concept. 
It  must  be  remembered  that  the  remarks  we  shall  set  forth  are  directed  at 
achieving  one  common  goal :  that  of  providing  the  best  possible  health  care 
and  a  cost-effective,  well-organized  system  for  the  American  people. 

Catastrophic  Coverage  of  Medicare  Beneficiaries 

The  President's  budget  proposal  would  require  Medicare  inpatient  beneficiaries 
t.>  pay  the  ciu-rent  first  day  deductible  plus  10%  of  all  other  hospital  charges  to 
:i  maximum  of  S500  a  year.  While  the  AOHA  feels  that  catastrophic  protection 
shDr.ld  be  made  available  to  all  Americans  under  a  national  health  program  and 
pariicularly  to  our  senior  citizens  who  are  least  able  to  afford  it,  we  are  con- 
cerned that  the  Administration  proposal  shifts  the  cost  of  this  program  to  more 
than  99%  of  Medicare  beneficiaries  in  order  to  benefit  the  less  than  1%  with 
hospital  stays  over  60  days.  Knowledgeable  Congressional  staff  expects  have 
estimated  that  only  1  in  300  Medicare  beneficiaries  will  be  in  a  position  to  utilize 
the  catastrophic  provisions  resulting  in  an  additional  cost  sharing  by  all — many 
of  whom  cannot  afford  it. 

It  is  (Au-  belief  that  what  is  needed  most  is  first  or  early  dollar  coverage,  not 
last  dollar  coverage.  Most  importantly,  any  national  health  program  should  be 
written  and  enacted  with  a  minimum  amount  of  regulatory  provisions  to  allow 
the  private  .sector  in  an  open  market  spirit  to  develop  the  kinds  of  programs 
and  delivery  svstems  to  most  adequately  meet  the  needs  of  Americans  as  assured 
under  the  program.  Such  needs  must  include  adequate  financing  and  such  pro- 
grams should  not  create  avoidable  financial  burdens. 

It  is  the  position  of  the  American  Osteopathic  Hospital  Association  that  the 
total  range  of  benefits  for  health  care  should  be  includf  d  in  an  overall  national 
health  proj-riim.  This  includes,  in  addition  to  catastrophic  coverage  preventative, 
health  maintenance  and  ambulatory  care,  all  levels  of  inpatient  care,  and  mental 
health 

A  national  health  program  should  include  universal  coverage  of  these  health 
benefits  for  all  Americans.  Xo  such  program,  however,  should  mandate  or  m 
anvwav  force  an  individual  to  seek  health  care  from  a  provider  other  than  one 
of  his  individual  choice.  By  the  same  token  the  program  should  assure  a  provider 
of  health  the  explicit  right  to  practice  his  profession  in  any  manner  or  form 

"^f  cat^^^£"li.  because  of  the  added  burden  that  will  be  placed  on 
Medicare  Kneficiaries  may  create  an  increase  in  bad  debts  and  collection  prob- 
lems for  hospU^  since  it  seems  certain  that  the  added  financial  ^"f  Pon^ib^l^^,^^ 
placed  on  AJedicare  recipients  will  prove  to  be  a  financial  burden  to  many.  The 
already  serve?e  problems  being  faced  by  J^ospitals  in  regard  t^o  collections  aM 
l.ad  debts  will  increase  their  costs  and  place  on  added  burden  on  the  selt-pay 
patient  clientele. 
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We  believe  tlie  weaknesses  and  disadvantages  of  tlie  Social  Security  approacli 
are  obvious  to  all  at  this  point,  and  we  caution  against  expansion  of  that  financ- 
ing mechanism  for  health  care  benefits.  Aside  from  the  fact  the  Social  Security 
Administration  was  not  established  to  operate  beyond  the  Social  Security  pay- 
ments for  retired  Americans,  attempts  to  have  that  agency  do  more  than  its 
intended  objective  have  not  proved  successful.  More  importantly,  however,  we 
have  learned  some  very  hard  lessons  in  the  past  few  years  regarding  the  in- 
creased role  of  the  federal  government  in  service  programs.  The  growing  federal 
deficit  and.  indeed,  the  fiscal  problems  of  New  York  City  are  evidence  that  gov- 
ernment should  not  attempt  to  assume  the  full,  or  even  a  major  burden  of  financ- 
ing social  programs,  when  the  private  sector  can  be  involved  in  such 
undertakings. 

Congress  has  recognized  the  need  to  correct  deficiencies  in  the  current  retro- 
active cost  reimbursement  mechanism.  Now  is  not  the  time  and  this  is  not  the 
program  by  which  that  deficient  or  defective  mechanism  should  be  expanded 
or  extended. 

We  strongly  believe  that  the  problems  and  crises  in  our  health  programs  can- 
not be  attacked  individually  for  they  are  in  fact  interrelated  and  interwoven. 
The  quick  and  easy  solution  in  one  area  may  well  cause  problems  elsewhere. 
Consequently,  it  is  our  belief  that  this  catastrophic  health  insurance  proposal 
may  solve  some  problems,  but  it  will  create  others. 

Without  question  the  major  obstacle  to  this  catastrophic  proposal  or  any 
national  health  program  is  that  of  financing.  The  present  reimbursement  system 
has  been  discredited  from  a  number  of  sources.  The  issues  concerning  the  funds 
necessary  to  finance  such  a  program  are  manifold  and  complex.  Some  hold  to  a 
Social  Security  tax.  others  to  an  establishment  of  standards  and  a  volimtary 
mechanism  and  still  others  talk  about  the  general  federal  tax  revenues  as  the 
source  of  funding.  All  have  merit,  and  all  need  careful  consideration. 

We  have  come  to  some  definite  conclusions  on  the  broad  question  of  financing 
which  are  based  on  three  general  principles  :  (1)  All  that  can  afford  to  pay  for 
their  coverage,  or  a  portion  of  it.  should  do  so.  It  is  our  belief  that  the  President's 
proposal  for  Medicare  catastrophic  coverage  would  place  the  burden  on  those 
wh-;  can  least  afford  to  pay  for  it.  (2)  Multiple  sources  of  financing  mus:  be 
utilized  and  should  not  be  limited,  as  in  the  Administration  proposal,  strictly  to 
the  Social  Security  trust  fund.  (3)  Providers  of  health  care  must  be  assured  a 
soimd  financial  basis  for  their  operations  and  for  their  orderly  growth  and 
expansion,  thus  any  hospital  reimbursement  mechanism  must  take  into  account 
the  full  financial  requirements  of  hospitals. 

Finally  the  Administration  proposal  will  place  more  demands  on  supplemen- 
tary insurance  programs  aud  Medicaid.  Many  individuals  who  are  over  65,  if  they 
are  on  Medicare  and  also  happen  to  be  indignent,  can  qualify  for  Medicaid,  food 
stamps,  and  other  welfare  programs.  If  co-insurance  increases  are  imposed  under 
Title  XVIII.  increased  nunibers  of  Title  XVIII  beneficiaries  may  qualify  for 
Title  XVIX  and  other  programs  which  would  then  be  responsible  for  picking  up 
the  additional  costs.  If  the  elderly  do  not  qualify  under  these  other  programs 
and  cannot  bear  the  added  cost,  then  the  problem  becomes  one  of  increases  in 
bad  debts  for  hospitals. 

BJocl:  Grant 

The  Administration's  Financial  Assistance  for  Health  Care  proposal  consoh- 
dates  grants  to  states  for  16  health  programs,  requires  that  90%  of  the  funds 
be  spent  on  personal  health  care  including  Medicaid ;  requires  that  5%  must  be 
spent  on  community  health  protection,  mental  health,  alcohol  and  drug  abuse, 
and  developmental  disability;  and  finally  says  that  5%  may  be  spent  on  other 
activities  including  planning  and  resource  development.  X'o  state  matching  funds 
are  required. 

The  proposal  would  limit  federal  expenditures  for  Medicaid  and  these  other 
15  programs  to  $10  billion  in  Fiscal  Year  1977  with  a  budget  authorization  for 
S500  million  increases  in  each  of  the  two  subsequent  years.  If  these  proposals 
were  enacted,  they  would  decrease  federal  expenditures  for  these  programs.  It 
would  leave  to  the  states  the  decision  as  to  the  amount  they  would  spend  in 
these  areas  at  a  time  when  many  state  governments  are  having  a  difficult  time 
maintaining  balanced  budgets.  It  can  reasonably  be  expected  that  the  resulting 
drop  in  financial  resources  would  force  a  rednetioii  of  services  available  to 
^ledicaid  and  other  program  beneficiaries. 
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The  AOHA  believes  that  sucli  a  proposal  does  not  consider  tlie  critical  prob» 
lems  in  state  financing,  decreases  tlie  viability  of  existing  programs  and  their 
scoi>e  and  levels  of  coverage,  and  most  importantly  does  not  assure  adequate 
support  for  planning. 

While  we  do  not  argue  that  the  Block  Grant  concept  mav  have  some  bene- 
ficial aspects  for  some  of  the  programs,  we  are  opposed  to  its  including  Medicaid 
and  health  planning.  In  both  cases,  there  would  be  a  resulting  drop  in  financial 
resources  available.  In  the  case  of  Health  Planning,  P.L.  93-641  was  a  long 
overdue  step  toward  sound  health  planning  in  this  country.  Osteopathic  hos- 
Itirals  strongly  support  the  basic  concepts  of  community  health  planning  by 
providers  of  health  care,  consumers  and  public  agencies  that  will  provide  for 
community  health  needs  in  a  responsible  and  eftective  manner. 

The  Health  Planning  Eesources  and  Development  Act  is  now  in  the  early 
stages  of  implementation.  The  intention  of  the  program  is  to  provide  strong 
federal  guidelines  for  planning  and  to  provide  federal  money  to  carry  out  these 
provisions.  By  including  this  program  in  a  Block  Grant  it  will  leave  up  to  the 
individual  states  the  decision  on  how  much  to  expend  in  this  area,  a  step  which 
could  effectively  revert  to  the  old  style  of  planning  and  destroy  what  it  has 
taken  years  to  build  up. 

We  believe  that  the  Medicaid  program  should  be  federalized  and  contracted 
to  private  insurers  for  administration.  The  uneveness  of  Medicaid  benefits  and 
reimbursements  can  only  be  leveled  through  the  intervention  of  the  Federal 
(rovernment  to  bring  it  to  a  basic  plane  of  comprehensiveness  as  the  national 
program  will  provide. 

7 -Percent  Cap  on  Per  Diem  Reinidursement  for  Hospital  Care 

The  President's  budget  proposal  sets  forth  the  concept  that  increases  in  a 
hospital's  reimbursement  should  be  limited  to  7%  over  the  amount  paid  on  a 
per  diem  basis  in  Fiscal  Year  1976. 

The  AOHA  is  deeply  concerned  with  rising  hospital  costs  and  our  members 
are  taking  steps  to  contain  hospital  costs  in  an  effort  to  provide  quality  health 
care  at  an  affordable  price.  The  Administration's  proposal  is  attempting  to 
alter  a  reimbursement  system  which  is,  in  and  of  itself,  of  doubtful  utility. 
As  major  third  party  payors  continue  to  tighten  the  screws  on  their  reimburse- 
ment formula  to  the  hospitals,  hospitals'  full  financial  requirements  are  not 
being  met  and  they  must  be  particularly  careful  to  assure  that  the  service 
provided  is  done  so  in  the  most  proficient  and  cost  effective  manner  possible. 

The  i>roposal  to  place  a  7%  cap  is  contrary  to  basic  Medicare  law  which 
requires  payment  of  reasonable  costs  and  prohibits  subsidization  of  Medicare 
by  non-Medicare  patients.  In  addition  it  is  in  conflict  with  the  Administration's 
estimate  of  a  14%  cost  increase  in  health  and  it  does  not  consider  the  cost  im- 
pact of  Government  mandated  administrative  procedures,  utilization  review 
programs,  life  safety  code  requirements  and  other  similar  concerns.  It  also 
does  not  provide  for  exceptions  to  the  ceiling  for  uncontrollable  situations  and 
is  more  arbitrary  than  the  discredited  Economic  Stabilization  Program.  Finally 
the  proiwsal  provides  no  protection  from  uncontrollable  costs  such  as  energy 
and  petroleum-based  products,  as  well  as  malpractice  insurance  premiums. 

We  feel  it  is  important  at  this  point  to  set  forth  some  comments  concerning 
the  increases  in  health  care  costs.  Hospitals'  operating  expenses  have  risen 
sharply  over  the  past  several  years.  Major  reasons  for  the  increase  in  costs 
over  the  past  12-18  months  have  been  the  tremendous  increase  in  the  price  of 
energy,  food,  and  premiums  for  malpractice  insurance. 

The  hospital  market  basket  is  becoming  increasingly  more  expensive.  It 
must  be  understood  that  the  hospital  market  basket  is  a  considerably  higher 
priced  and  more  complex  "market  basket"  than  the  CPI  "market  basket". 
Hospitals  buy  an  extraordinary  amount  of  utilities  and  petroleum-related  or 
petroleum-based  products.  At  the  same  time  hospitals  are  not  producing  a 
uniform  product  as  the  steel  industry  or  the  meat  packing  or  other  industries 
produce.  The  hospital  product — a  patient  day  of  quality  health  care — is  an 
extremely  complex  item  to  produce  and  it  is  a  product  that  is  changing  con- 
stantly, improvements  in  care — for  example  intensive  care  units,  ambulatory 
and  emergency  services  and  other  innovative  procedures,  the  declining  length 
of  hospital  stays  and  treatment  with  more  complex  diagnoses — all  increase 
the  unit  cost  of  hospital  services.  A  highly  trained  and  very  specialized  labor 
force  requires  considerably  higher  rates  of  compensation.  And  government 
67-049—76  18 
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regulations,  program  requirements  and  inspection  programs  all  impose  financial 
burdens. 

Osteopathic  hospitals  have  taken  action  to  contain  costs.  Our  hospitals  have 
taken  a  variety  of  steps — such  as  mergers,  shared  services,  the  development 
of  ambulatory  care  programs,  cost  containment  and  productivity  reviews  and 
many  other  internal  management  programs — in  an  effort  to  reduce  the  rate 
of  increase  in  hospital  costs.  In  addition  there  are  a  number  of  governmetal 
and  voluntary  controls  in  existence  such  as  accreditation  procedures,  reim- 
bursement controls,  certification  of  need  for  facilities  and  services,  that  are  all 
directed  at  this  same  issue. 

The  Administration  proposal  to  place  the  7%  cap  on  reimbursement  could 
have  a  negative  impact  on  hospitals  and  their  ability  to  provide  services. 

CONCLUSION 

The  distinguished  Chairman  of  this  Subcommittee  himself,  in  the  Congres- 
sional Record  of  December  4,  1975,  noted  a  critical  weakness  of  all  national 
health  insurance  or  catastrophic  proposals  to  date  when  he  said  they  neglect 
the  related  problems  of  increasing  cost  and  utilization  of  our  health  care  re- 
sources. Mr.  Rostenkowski  said  "Four  priorities  of  urgent  change  are  becoming 
increasingly  apparent  to  the  administrators  of  our  existing  health  care  system." 
The  fourth  priority  mentioned  was  "the  need  to  devise  new  financial  mechanisms 
that  will  encourage  efficient  management  of  our  resources  and  curtail  rising 
costs  without,  at  the  same  time,  impairing  the  capacity  of  the  health  care 
system  to  meet  our  needs.  By  and  large,  however,  most  current  proposals  fail 
substantially  to  address  this  issue."  It  is  our  view  that  the  Administration 
proposal  fails  in  this  regard. 

Mr.  Rostenkowski  went  on  to  state  : 

"My  conviction  is  that  this  nation  urgently  needs  a  national  health  care  policy 
which  addresses  the  issue  of  health  care — the  preservation  and  maintenance  of 
health,  as  well  as  its  restoration — much  more  broadly  than  do  current  proposals, 
almost  all  of  which  are  aimed  exclusively  at  the  financing  and  delivery  of 
services  to  ill  and  injured  people.  We  need  a  health  care  policy  that  will  also 
stimulate  and  give  direction  to  a  massive  effort  aimed  at  the  prevention  of 
preventable  diseases  and  accidents  .  .  .  and  the  detection  and  treatment  of 
acute  diseases  and  chronic  ailments  before  they  become  severe  enough  to  require 
expensive  and  extended  medical  care." 

We  agree  with  the  distinguished  Chairman  that  a  national  health  policy  is 
needed  before  embarking  on  a  piecemeal  approach  of  solving  our  national  health 
problems.  We  support  a  national  health  program  which  would  provide  universal 
coverage,  accessibility  and  availability  of  comprehensive  health  benefits  for  all 
Americans.  This  program  should  not  be  a  governmental  program  but  should  be 
financed  through  a  multiplicity  of  sources,  including  funds  from  the  private 
sector.  The  Federal  government's  role  should  be  that  of  a  catalyst  and  supporter. 
Government  should  not,  however,  be  directly  involved  in  the  delivery  of  health 
care  nor  should  it  be  the  primary  or  only  source  of  financing  such  a  program. 
Without  a  national  health  policy  and  an  innovative  approach  to  financing, 
proposals  such  as  those  presented  by  the  Administration  are  doomed  to  failure, 
could  result  in  the  disruption  of  the  health  care  delivery  system,  or  worst  of  all 
could  bring  about  further  damage  to  an  already  over-regulated  health  system. 


Statement  of  the  American  Public  Health  Association 

The  President's  proposals,  mis-named  the  "Medicare  Improvements  of  1976," 
would  not  improve  Medicare  but  would  weaken  and  damage  Medicare,  to  the 
detriment  of  all  who  now  or  in  the  future  depend  upon  the  program  for  protection 
against  health  care  costs.  Moreover,  the  President's  proposals,  by  reducing  the 
effectiveness  of  the  Medicare  program  in  financing  health  care  of  the  aged  popula- 
tion, would  impair  the  financing  of  health  care  for  the  general  public  by  rein- 
troducing the  necessity  that  other  patients  subsidize  the  care  of  aged  patients 
when  Medicare  no  longer  would  cover  the  cost  of  services  rendered  to  its 
beneficiaries. 

disteibution  effects 

The  essence  of  the  proposals  made  by  the  President  lies  in  shifting  costs  rather 
than  in  reducing  costs  or  in  producing  economies  or  savings.  Costs  which  under 
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the  program  are  now  widely  distributed  and  are  borne  by  the  contributions  of 
individuals  during  their  working  years  would  be  shifted  from  the  Trust  Fund 
and  placed  upon  individuals  after  their  working  years,  to  be  borne  through  cost- 
sharing  at  the  time  of  their  illness  and  hospitalization.  Similarly,  costs  now  a 
responsibility  of  the  program  would  be  shifted  from  the  Trust  Fund  and  placed 
initially  upon  hospitals  (as  a  result  of  reduction  of  reimbursement  to  levels  below 
actual  cost),  and  immediately  passed  on  in  higher  charges  to  be  borne  by  hos- 
pitalized persons  directly,  or  indirectly  through  Blue  Cross  or  other  programs 
covering  them ;  thereby  requiring  these  persons  and  programs  to  subsidize  the 
care  provided  imder  the  Medicare  program. 

On  the  basis  of  data  in  the  President's  Budget,  the  amount  of  hospitalization 
costs  shifted  in  this  manner  under  his  proposals  would  place  upon  the  5.9  million 
beneficiaries  receiving  services  under  the  Hospital  Insurance  program  an  average 
cost  burden  of  .$293  in  1977,  an  amount  that  would  rise  in  subsequent  years.  The 
proposed  limitation  of  .$.jOO  on  beneficiary  cost  sharing  would  reduce  this  average 
less  than  .$56.  Thus  the  hospitalization  cost  burden  shifted  to  beneficiaries  would 
average  $237  in  1977.  But  this  average  amount  does  not  include  and  conse- 
quently would  be  added  on  top  of  the  existing  deductible  amount  borne  by  the 
beneficiary  at  time  of  hospitalization,  which  only  recently  has  been  raised  to 
$104  per  admission  and  which  can  be  expected  to  rise  further  next  year  and 
thereafter. 

The  hospitalization  cost  to  be  similarly  shifted  from  the  Trust  Fund  to  hos- 
pitals (and  thence  to  their  non-Medicare  patients)  by  underpayment  of  cost  of 
care  provided  to  Medicare  beneficiaries  would  average  $124  per  beneficiary 
receiving  service  in  1976  and  could  be  expected  to  average  over  $300  per 
beneficiary  in  1977. 

The  proposed  imposition  of  these  cost  burdens  would  have  serious  effects.  In 
view  of  the  fact  that  the  proportion  of  the  aged  population  that  is  below  the 
poverty  line  is  sizable  and  is  growing  in  magnitude,  many  beneficiaries  on  their 
fixed  incomes  will  be  unable  to  pay  the  charges  that  would  be  assessed  to  them 
for  hospitalization  and  medical  ser\ices  under  the  program.  Beneficiaries  will  be 
reduced  to  seeking  Medical  Assistance  in  greater  numbers  and  in  these  cases 
costs  will,  in  effect,  be  shifted  from  Medicare  to  Medicaid,  often  resulting  in  an 
increase  in  governmental  expenditures  for  aged  persons  heretofore  resisting 
welfare  status.  The  difiBculty  of  beneficiaries  in  paying  costs  assessed  to  them 
will  mean  collection  problems  and  increased  bad  debt  losses  in  hospitals  and 
other  providers,  constituting  a  further  cost  to  be  covered  in  reimbursement  from 
the  program,  or  by  raising  charges  to  other  patients.  Such  effects  are  clearly 
contrary  to  the  purpose  for  which  the  Medicare  program  was  established. 

UTILIZATION  EFFECTS 

Justification  of  the  imposition  of  these  new  cost  burdens  upon  beneficiaries  on 
grounds  of  favorably  influencing  utilization  of  hospital  care  is  subject  to  serious 
reservation  and  doubt.  Admission  to  hospitals,  use  of  services,  and  length  of  stay 
are  directly  controlled  by  physicians  rather  than  by  patients.  Besides,  any  reduc- 
tions in  utilization  because  of  patient  influence  motivated  by  cost  concern,  would 
in  many,  if  not  most,  cases  involve  delaying  or  foregoing  needed  care,  with 
damaging  health  consequences  and  entailing  higher  and  more  extended  cost 
because  of  the  neglect.  Fear  of  illness  cost  is  not  a  humane,  proper,  or  effective 
approach  for  achieving  appropriate  utilization  and  especially  so  among  aged 
persons  beset  with  gnawing  apprehension  of  "outliving  their  money".  Among 
the  more  fortunate  aged,  where  utilization  studies  shov/  the  use  of  services  is 
relatively  higher,  the  anticipation  that  the  imposition  of  the  cost  sharing  require- 
ment will  affect  utilization  will  be  extensively  negated  by  the  existence  (and 
invited  expansion)  of  supplementary  voluntary  insurance  coverage  integrated 
with  the  protection  provided  bv  Medicare.  Similarly,  the  anticipated  effect  on 
utilization  will  be  negated  for  beneficiaries  eligible  for  Medicaid,  which  would 
cover  payments  required  at  time  of  hospitalization.  Consequently,  as  a  constramt 
on  utilization,  the  raising  of  cost  barriers  to  hospital  and  physician  care  as 
proposed  bv  the  President  would  bear  most  heavily  upon  the  aged  who  are  poor 
but  have  not  vet  been  reduced  to  obtaining  public  assistance,  and  who  as  an 
income  group  already  have  relatively  low  utilization  of  services. 

DISCRIMINATION  EFFECTS 

The  clearly  foreseeable  result  that  would  be  produced  by  the  limitations  on 
reimbursement  under  the  President's  proposal  would  be  the  creation  of  a 
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significant  and  growing  gap  between  tlie  level  of  payment  under  the  program  for 
services  rendered  to  beneficiaries,  as  reimbursement  falls  below  actual  cost  of 
services,  and  the  level  of  payment  prevailing  for  services  which  are  rendered  to 
the  employed  x>ersons,  their  families,  and  others  in  the  general  population.  The 
primary  effect  of  this  gap  will  be  to  narrow  beneficiaries'  access  to  services  and 
to  restrict  their  freedom  of  choice  in  selecting  among  providers.  This  is  a  familiar 
and  major  problem  common  to  state  Medicaid  programs  where  allowable  payment 
for  services  is  consistently  below  that  existing  for  services  obtained  by  the 
general  public.  Adoption  of  the  proposal  could  be  expected  over  the  course  of  a 
few  years  to  defeat  the  purpose  of  the  Medicare  program :  placing  its  beneficiaries 
on  an  equitable  f  ooting  with  other  segments  of  the  population  in  obtaining  health 
care,  rather  than  placing  them  in  a  second-class  position,  dependent  on  care  of 
the  type  and  from  the  sources  available  to  welfare  patients  and  on  terms  tradi- 
tionally associated  therewith. 

PBTCE  EFFECTS 

While  we  recognize  and  fully  share  in  the  deep  concern  about  the  continuing 
inflation  in  health  care  costs,  the  problem  particularly  with  respect  to  hospital 
care  is  one  which  will  not  be  effectively  curbed  by  limiting  payments  for  services 
rendered  to  one  segment  of  the  population  (Medicare  beneficiaries),  while  per- 
mitting prices  to  continue  advancing  for  services  rendered  to  the  great  majority 
of  the  population.  In  fact,  adoption  of  the  approach  under  the  program  will 
contribute  to  more  rapid  escalation  than  would  otherwise  occur  in  the  price 
level  for  health  services  where  inability  of  providers  to  recover  costs  on  care 
rendered  to  beneficiaries  necessitates  "loading"  of  charges  assessed  to  other 
patients.  With  respect  to  proposed  limitation  on  reimbursement  for  physician 
services,  ineffectiveness  of  the  President's  proposal  in  curbing  continuing 
price  escalation  in  the  health  component  of  the  cost  of  living  would  be  accen- 
tuated by  the  option  available  to  physicians  not  to  accept  assignment,  thereby 
circumventing  the  determination  of  reasonable  charge  for  services  rendered  to 
beneficiaries  as  a  constraint  on  the  pricing  and  billing  for  these  services.  The 
proposed  limitation  on  reimbursement  can,  in  fact,  be  expected  to  accelerate  the 
downward  trend  in  the  proportion  of  bills  for  physician  services  under  the  pro- 
gram on  which  assignment  is  accepted,  thereby  further  diminishing  effectiveness 
of  program  controls  on  the  pricing  of  physician  services. 

PROTECTION  EFFECTS 

The  President's  original  proposal  to  establish  a  maximum  of  $500  on  bene- 
ficiary payments  required  for  covered  services  under  the  Hospital  Insurance 
program,  and  a  maximum  of  $250  under  the  Supplementary  Medical  Insurance 
program  would  accomplish  a  very  limited  liberalization  of  the  existing  require- 
ments for  beneficiary  payments.  It  would  not  substantially  alter  the  protection 
afforded  by  the  Medicare  program.  It  would  affect  few  beneficiaries  (perhaps 
1  out  of  every  300  hospitalized)  in  exceptional  situations  and  would  have  quite 
limited  effectiveness  in  relation  to  the  requirements  of  the  beneficiaries  who  are 
in  such  situations.  In  no  way  is  it  deserving  of  description  that  it  "will  provide 
protection  against  catastrophic  health  care  costs".  Only  in  the  context  of  the 
proposed  imposition  of  the  10%  cost-sharing  does  the  proposed  maximum  as- 
sume significant  proportions,  and  in  that  context  it  is  more  accurately  described 
as  protection  against  catastrophic  co-payment.  The  generally  accepted  usage  of 
the  term  "catastrophic  protection"  in  health  cover'ages  carries  the  connotation 
of  protection  extending  beyond  the  scope  of  basic  health  benefits.  Accordingly, 
the  description  of  the  proposed  maximum  on  beneficiary  payment  requirements, 
relating  as  it  does  only  to  benefits  now  within  the  program  and  applying  in  large 
part  to  the  proposed  increase  in  such  requirements,  as  constituting  the  addition 
to  the  program  of  catastrophic  protection  against  health  care  costs  is  deemed  to 
be  seriously  misleading  if  not  inaccurate. 

Recent  reports  suggest  the  President  may  have  now  revised  his  original  pro- 
posal so  as  to  provide  unlimited  days  of  hospital  and  nursing  home  coverage 
under  the  program  at  a  cost  of  $1.4  billion,  instead  of  the  $0.5  billion  originally 
projected.  Such  catastrophic  illness  coverage  is  doubtless  better  than  the  poten- 
tial for  open  ended  expenditures  now  faced  by  beneficiaries ;  but  this  will  still 
be  a  benefit  for  the  very  few,  paid  for  by  a  heavy  cost-sharing  burden  placed  on 
-ill  beneficiaries. 
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PBOGEAM  EFFECTS 

In  human  terms,  the  proposed  changes  in  the  Medicare  program  would  be 
most  destructive.  The  poorer  aged  will  suffer  ill  health  consequences  from  ne- 
glect and  delay  in  seeking  needed  care.  Increasing  numbers  of  the  aged  will  be 
driven  for  the  first  time  to  seek  welfare  medical  assistance — a  degrading  exper- 
ience for  many — and  a  move  which  even  in  states  with  relatively  adequate 
Medicaid  program  will  result  in  a  shift  (from  federal  to  state)  in  costs;  not  a 
savings.  A  few  aged  will  apparently  benefit  from  catastrophic  coverage,  but  at 
the  cost  of  an  unacceptable  burden  being  placed  on  all  the  many  aged  bene- 
ficiaries receiving  services,  A  '"ceiling"' :  is  being  proposed  at  the  expense  of  ne- 
glecting the  -house".  It  is  estimated  Medicare  now  covers  less  than  40%  of 
the  liealth  care  costs  of  the  aged,  an  erosion  of  protection  which  must  be  stopped. 
We  must  move  toward  more  compresensive  coverage  of  the  elderly's  health 
needs,  not  retrogress  under  the  guise  of  false  economy. 

CONCLUSION 

In  view  of  the  considerations  we  have  set  forth,  we  strongly  urge  that  the 
C(mimittee  not  approve  the  President's  proposals.  In  our  view,  acceptance  would 
constitute  retraction  rather  than  improvement  in  Medicare  and  would  not  be 
in  the  best  interest  of  the  aged  and  disabled  or  of  the  general  public. 


Archbishop  Bergax  Mercy  Hospital, 

Omaha,  Selr.,  January  29, 1916. 

Mr.  Dan  Rostexkowski, 
liayburn  House  Office  Building, 
Washington,  B.C. 

Deaf.  Mb.  Rostexkowski  :  In  his  budget  proposal  presented  to  Congress  last 
w  t't'k,  President  Gerald  Ford  has  called  for  changes  in  the  Medicare  program,  one 
of  the  most  significant  being  a  proposal  to  limit  increases  in  hospital  and  nurs- 
ing home  costs  to  no  more  than  seven  percent  for  the  purposes  of  Medicare 
reimbursement. 

I  would  like  to  go  on  record  in  opposition  to  any  legislation  which  would  make 
this  proposal  a  matter  of  statute. 

Presumably,  this  proposal  is  designed  to  control  the  costs  of  health  care,  a 
commodity  vitally  needed  by  the  American  people.  However,  limiting  Medicare 
reimbursement  will  not  control  health  care  costs.  It  will,  instead,  shift  the 
burden  of  paying  for  increased  costs  from  the  federal  government  to  the  self- 
paying  patient  (  whether  through  insurance  coverage  or  through  personal  pay- 
ment for  services  provided ) . 

In  an  otherwise  free  economy,  it  is  unrealistic  to  assume  that  hospitals  and 
nursing  homes  can  limit  their  costs  to  the  consumer  to  seven  percent,  when  they 
remain  in  subject  to  uncontrolled  operating  costs  (salaries,  supplies,  equipment, 
etc.),  which  conceivably  can  increase  by  more  than  seven  percent.  Such  a  formula 
could  spell  economic  suicide  for  the  health  care  institution. 

Thus,  limiting  Medicare  reimbursement  is  not  only  an  ineffective  way  to  con- 
trol health  care  costs,  but  it  is  also,  indirectly,  a  discriminatory  approach  m 
that  it  prescribes  cost  control  by  one  industry  but  not  by  others,  even  though 
these  varied  costs  are  inter-effective. 

While  I  encourage  equitable  programs  that  will  keep  the  costs  of  needed  serv- 
ices reasonable  for  the  American  people,  I  strongly  object  to  limiting  Medicare 
reimbursement  as  proposed  ])y  President  Ford. 

Sincerely,  „  ^ 

James  E.  Johnson, 

Administrator. 


Blue  Cross  Association, 
Washington,  B.C.,  March  8, 1916. 

Hon.  Daniel  Rostenkowski,  _    , tt  a  tt  «/, 

Chuirman,  Committee  on  Ways  and  Means,  Sul) committee  on  Health,  U.b.  Mouse 
of  Representatives,  Washington,  B.C. 
Dear  Chairman  Rostenkowski:  Recently,  the  Health  Subcommittee  con- 
ducted hearings  on  the  Administration's  proposed  "Medicare  Improvements  Act 
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of  1976."  I  want  to  make  you  aware  of  our  views  on  the  issues  raised  at  tliose 
liearing-s.  I  hope  the  following  comments  will  prove  useful  in  your  deliberations. 

The  Administration's  proposal  that  a  limit  be  placed  on  the  annual  personal 
financial  liability  incurred  by  Medicare  beneficiaries  is  certainly  laudable.  The 
proposal  would  also  attempt  to  limit  the  cost  of  Medicare  to  the  Federal  Gov- 
ernment by  increasing  the  "front  end"  cost  sharing  required  of  Medicare  patients 
and  by  placing  percentage  ceilings  on  increased  provider  costs  to  be  borne  by 
the  program.  The  Administration  suggests  that,  in  addition  to  limiting  the 
Government's  expense,  the  cost  sharing  and  payment  limitations  would  serve 
to  more  greatly  involve  the  elderly  in  decisions  regarding  the  health  care  they 
receive  and  would  place  a  brake  on  the  double  digit  inflation  that  has  been 
plaguing  the  entire  health  care  field. 

The  issue  of  increased  cost-sharing  by  Medicare  beneficiaries  comes  down  to  a 
choice  between  competing  priorities,  i.e.,  substantial  savings  for  a  government 
program,  and  those  whose  payroll  taxes  support  it.  versus  front  end  coverage 
for  the  health  care  costs  of  the  elderly.  Higher  cost  sharing  requirements  may 
have  the  desired  effect  of  reducing  utilization  of  Medicare  benefits,  but  it  is 
our  experience  that  when  cost  sharing  is  imposed  at  levels  high  enough  to  impact 
utilization,  for  many  it  becomes  a  definite  barrier  to  obtaining  needed  care. 

The  imposition  of  percent  limitations  on  providers  would  violate  a  fundamental 
principle  established  at  the  time  Medicare  was  enacted.  Section  1861  (v)  of  the 
Social  Security  Act  provides  that  the  program  will  not  transfer  costs  to  other 
individuals. 

Yet  under  the  Administration  proposal,  providers  would  have  little  choice 
but  to  transfer  costs  in  excess  of  the  limits  to  non-Medicare  patients  and  their 
insurors.  In  addition  to  shifting  this  financial  burden  to  individuals  not  cov- 
ered by  Medicare,  we  think  it  is  doubtful  that  the  cost  limitations  would  have 
any  real  impact  on  the  nation's  total  expenditures  for  health  care. 

The  type  of  limitations  proposed  are  valid  only  if  they  fairly  take  into  account 
costs  that  providers  themselves  must  incur  and  have  relatively  little  power  to 
control  such  as  malpractice  premiums,  major  negotiated  wage  settlements,  sup- 
plies, etc.  However,  one  positive  effect  of  price  caps  might  be  to  stimulate  prog- 
ress toward  more  lasting,  effective  and  widely  applicable  cost  containment  tools 
such  as  capital  planning,  utilization  review,  prospective  payment  and  develop- 
ment of  alternative  health  benefits. 

The  Administration's  interests  in  containing  health  care  costs  is  shared  by 
virtually  every  one  who  shares  responsibility  for  paying  them.  Clearly,  we  can- 
not simply  go  on  doing  business  as  usual  in  the  financing  and  delivery  of  health 
care.  But,  rather  than  a  unilateral  action  by  one  government  program  which 
could  have  wide-ranging  adverse  ramifications  for  both  the  public  and  private 
sectors,  what  is  needed  at  this  point  is  a  concerted  dialogue  at  the  national, 
state  and  local  levels  involving  health  care  consumers,  representatives  of  both 
private  and  public  third  party  payors  and  the  hospitals  to  constructively  dis- 
cuss all  viewpoints  and  identify  alternative  strategies  for  keeping  hospital  costs 
at  reasonable  levels.  Should  a  cost  cap  program  emerge  as  the  only  viable 
immediate  measure,  it  must  be  designed  in  a  manner  to  assure  the  public  rea- 
sonable prices  without  imposing  inequitable  strictures  on  the  hospitals.  Most 
important,  a  short  term  remedy  must  not  be  allowed  to  stifle  innovative  cost 
containment  initiatives  now  underway,  e.g.  utilization  review,  prospective  pay- 
ment and  other  incentive  experiments,  health  planning  activities,  and  alterna- 
tive delivery  systems. 

At  the  national  level,  we  are  recommending  that  joint  debate  on  these  is- 
sues— among  representatives  of  at  least  the  Blue  Cross  Association,  the  Social 
Security  Administration,  the  American  Hospital  Association,  and  the  State 
IMedicaid  Programs — should  begin  as  soon  as  possible,  under  the  sponsorship 
of  some  group  such  as  the  National  Council  on  Health  Planning  and  Develop- 
ment being  established  currently  pursuant  to  Section  1503  of  P.L.  03-641. 
Debate  involving  various  third  party  payors  and  hospitals  will  help  to  insurp 
that  any  eventual  near  term  program  initiative  includes  hospital  input  and  will 
not  be  imposed  by  just  one  third  party.  There  should  be  a  clear  target  date 
for  completion  of  national  level  discussions  on  these  issues,  and  for  a  report  to 
thp  public  of  findings  and  recommendations. 

Should  you  or  your  staff  have  questions  concerning  any  of  the  points  I  have 
raised,  we  will  be  pleased  to  resi)ond  in  greater  detail. 
Sincerely, 

Walter  J.  McNerney,  Presiden  t. 
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South  Laguna,  Calif.,  Felruary  10, 1976. 

To  :  Representative  Al  Ullman. 

Subject :  President  Ford's  medicare  proposals. 

It  is  obvious  from  a  study  and  knowledge  of  what  is  the  program  now  and 
what  is  proposed  that  Ford  has  in  mind  tlie  abolition  of  Medicare.  This  so  called 
'•Catastrophic"  plan  is  in  reality  a  catastrophy.  It  emphasizes  long  term  care, 
rather  than  preventive  and  outpatient  care.  As  such  it  will  cost  more  for  fewer 
people  and  prevent  the  necessary  proper  management,  and  utilization. 

"What  is  needed  is  a  plan  for  sharing  by  the  patient  of  some— not  all  of  the  first 
dollar.  For  example  on  an  outpatient  basis  some  studied  actuarial  percentage 
should  be  planned.  (10%  by  the  patient,  20%  by  a  Companion  Care  Blue  Cross 
insurance,  and  70%  by  Medicare.)  This  should  be  from  the  first  dollar  use  and 
not  by  any  deductible.  This  would  encourage  preventive  care,  and  attention  to 
early  diagnosis  and  treatment  in  order  to  prevent  costly  and  prolonged  hospital 
care. 

The  idea  of  an  aged  patient,  who  cannot  buy  proper  insurance  coverage,  regard- 
less of  his  physical  health,  having  to  pay  out  $1250  per  year  before  he  could  get 
any  relief  on  his  necessary  doctors  office  call  visits  is  a  fraud  concocted  by  the 
inept  imthinking  and  ignorant  people  in  Fords  budget  bureau  and  the  HEW. 

At  the  present  time  Medicare  patients  are  paying  a  significant  portion  of  their 
bills.  In  addition  to  the  deductibles  for  outpatient  care  ($60)  inpatient  de- 
ductible $101  (increased  13%)  and  $26  for  61  to  90th  day  in  nursing  home.  On 
a  recent  cystoscopy  charge  of  $245.  Medicare  paid  $133.60  on  an  approved  charge 
by  them  of  $167.00.  My  Blue  Cross  Companion  Care  paid  $33.40  of  this  total  of 
$107  is  only  68%  of  the  total  bill. 

In  addiiion  the  cost  of  my  Blue  Cross  policy  which  pays  20%  of  the  approved 
charge  of  medicare  (which  is  always  less  that  the  physicians  charge)  has  been 
increased  to  $55.50  per  quarter  (23%).  You  can  readily  see  the  dilemma  that  the 
aged  person  is  presented  with.  Further  $1250  deductible  per  year  on  an  income 
of  $12,000  is  10.4%.  In  addition,  based  on  the  practice  of  the  physicians  and 
Hospitals  to  raise  their  prices,  without  control,  the  patient  is  liable  for  additional 
payments. 

It  is  not  just  the  hospital  care  costs  which  affect  the  aged ;  it  is  the  mainte- 
nance physician  costs,  including  drugs,  which  the  aged  find  most  inequitable. 

The  experience  of  Canada,  and  Kaiser,  as  well  as  Sweden,  Denmark,  and  Fin- 
land shows  factually  and  clearly  that  a  major  change  in  the  way  the  US  is 
financing  their  medical  and  hospital  care  is  wrong.  Prepayment  and  per  capita 
payment  to  physicians  and  cost  payment  to  hospitals  is  the  only  way  the  problem 
will  be  solved.  I  have  worked  in  Kaiser  and  have  studied  the  Scandinavian 
countries  systems  personally  there.  I  am  convinced  that  if  the  congress  gives  this 
matter  sufficient  thought  that  a  compulsory  insurance  system  for  all  with  the 
necessary  safeguards  as  far  as  hospital  and  medical  costs  are  concerned. 

I  am  including  some  material  which  is  self  explanatory.  I  would  appreciate 
your  assistance  in  rejecting  the  Ford  proposal,  as  will  many  of  my  conferees. 
Sincerely, 

Daniel  M.  Beown,  MHA.  FACHA, 
Member  American  Association  of  Hospital  Consultants. 

Enclosures. 

[From  Los  Angeles  Times] 
Health  Care  Is  Sick 

The  two  government  programs,  Medicare  and  Medicaid,  that  provide  health 
care  for  50  million  aged  and  poor  Americans  are  as  expensive  as  they  are 
imperfect. 

President's  Ford's  proposed  revisions  hold  out  the  promise  of  increased  health 
protection  and  equity  in  the  distribution  of  billions  of  federal  dollars. 

There  is  some  truth  to  his  promise,  but  also  cynicism  and  callousness.  Ford 
wants  to  save  money,  and  would  by  shifting  the  financial  burden  to  citizens  least 
able  to  pay.  That  is  bad  politics  and  bad  leadership. 

Ford  should  address  the  rising  cost  of  health  care.  For  him  to  stop  at  that — 
without  addressing  the  quality  of  service  and  the  unmet  needs — is  a  sham. 

With  Medicare,  for  example.  Ford  proposes  to  give  the  aged  and  disabled 
in  the  program  what  he  calls  "catastrophic"  protection.  Medicare  participants 
would  pay  $500  maximum  a  year  for  hospital  costs. 
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The  principle  is  sound  and  decent,  but  the  proposal  would  hurt  more  than 
it  would  help. 

As  Medicare  now  works,  a  patient  would  have  to  be  hospitalized  for  more 
than  75  days  to  be  liable  for  the  $500.  The  average  hospital  stay  currently  is  12 
days.  A  medicare  beneficiary  now  pays  $104  until  the  61st  day  of  hospitalization. 
For  days  61  through  90,  the  daily  cost  is  $26. 

According  to  the  House  Ways  and  Means  subcommittee  on  health.  Ford's 
"catastrophic"  protection  would  increase  benefits  for  one-half  of  one  per  cent  of 
Madicare  participants. 

In  his  State  of  the  Union  message,  the  President  said  that  few  Americans  can 
afford  to  pay  medical  bills  resulting  from  catastrophic  illnesses.  ''We  must 
eliminate  this  fear  from  every  family,"  he  said.  The  Medicare  proposal  is  a  crawl 
rather  than  a  step  in  the  right  direction. 

Another  aspect  of  the  Medicare  proposal  would  limit  hospital  cost  increases  to 
7%  and  doctors'  fee  increases  to  4%  for  health-care  providers  reimbursed  by  the 
program. 

The  federal  government  might  as  well  wave  a  magic  wand.  Hospitals  either 
will  refuse  Medicare  patients,  or,  more  likely,  pass  along  the  rest  of  the  cost 
to  private  patients.  Doctors  can  bill  patients  directly.  That  means  patients  will 
have  to  pay  what  Medicare  won't  pay.  The  federal  government  may  save  money, 
but  health-care  costs  won't  be  controlled. 

The  health  of  all  Americans  is  a  national  responsibility.  The  very  existence 
of  Medicare  and  Medicaid  were  the  first  steps  toward  meeting  the  responsibility. 

Instead  of  improving  and  building  on  these  programs — toward  national  health 
insurance — Ford  would  reduce  federal  responsibility.  That  won't  do. 

As  a  result  of  national  economic  conditions,  too  many  Americans  can't  afford 
health  care.  Only  the  federal  government,  with  its  resources  and  taxing  ability, 
can  ensure  that  every  citizen  has  the  chance  for  adequate  health  care. 

Medicaid,  the  federal-state  program  providing  health  services  for  the  poor,  is 
one  of  16  federal  health  programs  that  Ford  would  consolidate  into  one  bloc 
grant.  The  idea  is  to  give  states  the  flexibility  to  meet  their  respective  health 
needs. 

Currently,  states  pay  up  to  50%  of  the  Medicaid  cost  (in  California,  the  pro- 
gram is  known  as  Medi-Cal),  with  the  level  of  federal  aid  based  on  per-capita 
income.  That  means  rich,  industrial  states — California  and  New  York,  for  ex- 
ample— get  more  money  than  poor,  rural  states. 

Ford  would  redistribute  federal  funds  on  the  basis  of  per-capita  income,  taxing 
effort  and  low-income  population.  That  would  be  a  more  equitable  formula.  But 
all  the  elements  of  his  proposal  don't  add  up  to  more  equity. 

The  states,  for  example,  would  not  have  to  contribute  to  Medicaid.  That  invites 
cutbacks.  State  governments,  already  hard  pressed  for  money,  have  begun  to  limit 
Medicaid  services  and  eligibility. 

High  unemployment  translates  into  higher  welfare  rolls  and  more  Medicaid 
patients.  The  problems  resulting  in  increased  Medicaid  costs  are  not  caused  by 
the  states,  and  can't  be  solved  by  the  states. 

Ford's  proposal  is  designed  to  limit  the  federal  government's  financial  re- 
sponsibility for  the  health  care  of  the  poor.  Rather  than  reduce  its  commitment, 
the  federal  government  might  instead  assume  the  states'  financial  commitment. 
That  would  truly  ensure  equity. 

The  Medicaid  program  is  not  a  model  of  equity.  Under  federal  law,  those 
eligible  for  welfare  are  eligible  for  Medicaid.  The  states  set  welfare  benefits 
and,  so.  Medicaid  benefits  and  eligiblity  standards  vary  from  state  to  state. 

A  few  states  provide  more  than  the  required  minimum.  California  and  New 
York,  for  example,  would  get  less  federal  aid  under  Ford's  proposal.  They  would 
be  penalized  because  they  are  rich  and  generous. 

The  nation's  welfare  system  needs  reform,  an  issue  Ford  ignores.  But  his 
Medicaid  plan  would  only  compound  the  injustice  and  irrationality  of  welfare. 

One  reason  for  the  enactment  of  Medicare  and  Medicaid  in  1965  was  the  failure 
of  the  states  to  meet  health  needs  of  the  aged  and  poor.  Ford's  proposal  would 
be  a  step  backward. 

[From  Los  Angeles  Times,  Feb.  10,  1976] 

Poverty  in  Health  Caee 

It  should  come  as  no  surprise  that  Medi-Cal,  California's  government-sup- 
ported system  of  health  care  for  the  poor,  is  in  trouble.  So  is  state's  medical 
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mainstream  of  health  care  for  those  who  cau  pay.  as  the  reciirrenr  malpractice 
controversy  continues  to  demonstrate. 

Medi-Cal's  problems,  however,  have  reached  the  point  where  many  poor  peo- 
ple are  simply  being-  denied  the  care  they  need,  as  Times  Medical  Writer  Harry 
Xelson  documented  in  a  recent  exhaustive  study.  People  are  dying  who  migiit 
be  saved.  People  are  ailing  who  might  be  healed  by  routine  medical  treatment. 

Nelson's  study  is  convincing  evidence  that  the  system  must  change,  and  that 
the  impetus  for  change  should  be  forthcoming  now  from  the  governor's  office. 

Many  physicians  and  hospitals  are  refusing  to  participate  because  fees  are 
too  kiw  in  many  cases  to  cover  costs,  and  because  of  resentment  toward  bu- 
reaucratic interference.  Abuses  and  needless  treatment  at  taxpayers'  expense 
are  not  under  control.  Costs  are  rising. 

There  are  no  easy  scapegoats  to  blame  for  Medi-Cal's  inadequacies.  Gov.  Brown 
has  placed  able  administratoi's  in  charge  of  the  program,  but  good  management 
alone  cannot  create  a  successful  progi-am  when  the  resources  and  the  structure 
are  nor  there.  Governmental  employees,  whose  demands  for  paperwork  and  whose 
conflicting  payment  decisions  are  so  resented  by  doctors,  are  merely  trapped  in 
an  impossible  job  as  prescribed  by  state  and  federal  regulations. 

Many  of  the  private  doctors  who  refuse  Medi-Cal  patients  still  volunteer  their 
time  to  serve  the  poor  for  nothing.  So  it  cannot  be  said  that  greed  is  exclusively 
the  reason  for  the  doctors'  stubbornness.  Yet  their  rejection  of  needy  patients 
from  their  mainstream  practice  strikes  us  as  shortsighted  and  ill-advised.  They 
are  not  directly  responsible  for  the  Medi-Cal  problem.  But  they  are  making  it 
worse  by  their  withdrawal,  and  that  is  wrong. 

The  system  needs  major  long-term  changes  that  will  take  time.  Thar,  however, 
should  not  deter  Californians  from  demanding  action  now. 

Doctor  fees  should  be  raised  immediately.  State  Medi-Cal  officials  have  pro- 
posed raising  payments  9.59c  across  the  board  and  establishing  uniform  state- 
wide payments  to  doctors  for  each  visit,  test  or  treatment.  Currently  the  fees 
vary  from  region  to  region  within  the  state,  and  the  area  differences  tend  to 
reduce  available  medical  services  in  areas  where  those  services  were  scarce  to 
start  with.  Agency  officials  have  also  proposed  an  additional  10%  increase  in 
the  fees  paid  to  primary-care  physicians — internists  and  pediatricians,  for  ex- 
auiple — and  to  obstetricians.  The  changes  would  cost  the  state  §35  million,  and 
the  federal  government  an  equal  amount. 

Even  after  the  increases.  Medi-Cal  work  would  pay  the  average  physician 
less  than  work  for  private  patients.  The  fees  were  low  when  the  progTam  was 
begun  in  1966.  and  they  have  raised  only  2V2  %  since  then. 

Dr.  Jerome  Lackner.  state  health  director,  says  his  agency  is  trying  hard  to 
reduce  the  paperwork  and  time  doctors  must  spend  on  obtaining  authority  to 
hospitalize  patients  and  on  getting  payment  for  services.  The  streamlining  should 
continue,  and  state  officials  should  consider  concentrating  their  policing  efforts 
more  on  unethical  physicians  who  try  to  take  imdue  advantage  by  falsifying 
reports  and  giving  costlv  but  unnecessary  treatments. 

For  the  Ions:  haul,  the  experience  with  Medi-Cal  is  another  forceful  argument 
for  national  health  insurance  for  all.  Brown  and  California's  congressional  dele- 
gation should  be  pressing  hard  for  action. 

^  Both  state  and  federal  governments  tend  to  plead  poverty  as  an  excuse  tor 
parsimonv  in  Medi-Cal  and  its  equivalents  in  other  states.  That's  a  phony  ex- 
eu^e  \  sVstem  built  on  the  fee-for-service  philosophy  is  fraudulent  if  the  tees 
are  nowhere  near  commensurate  with  the  service  and  time  given  in  exchange. 
And.  while  government  does  have  severe  fiscal  troubles,  its  plight  is  mild  com- 
pared to  the  poverty  of  Medi-Cal  patients. 

Caxada  HEAI.TH  Cake  System  Wop.ks 
(By  Dolores  Katz.  Knight  Xews  Wire) 
Forty-eight-vear-old  Laurence  Yey  is  a  train  dispatcher  for  the  Canadian  Na- 
tional Railroad  in  Saskatoon.  Saskatchewan. 

Troubled  by  chest  pain  several  monrhs  ac..  he  ^ondi  f^}';^^'^'''^ 
doctors  to  satisfv  himself  that  his  heart  was  sr-uiuL  Lost  ro  h  m .  i^pthing. 

I  vonn-  Saskatchewan  boy  with  a  complicated  heart  condition  will  shortly 
undergo  an  operation  at  the  Mayo  Clinic  in  Rochester,  Minn.  Cost  to  his  family: 
nothing. 
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Both  the  man  and  the  boy  are  reaping  the  benefits  of  a  federal-provincial 
health  insurance  program  that  has  removed  the  financial  barriers  to  medical 
care  for  virtually  all  Canadians. 

Canadians  don't  worry  about  paying  medical  bills.  The  government  does  it 
for  them,  with  doctor  and  hospital  coverage  that  takes  care  of  about  90  per  cent 
of  their  medical  costs.  Doctors'  office  visits,  yearly  physical  exams,  prenatal  and 
postnatal  care,  hospital  care — all  are  covered. 

And  everybody  is  covered.  Canada  has  no  "charity"  hospitals  or  crowded 
free  clinics  for  people  who  can't  alf ord  to  pay. 

Canadians  are  proud  of  their  program  and  smugly  incredulous  that  their 
neighbor,  the  richest  nation  on  earth,  still  requires  some  of  her  citizens  to  im- 
poverish themselves  paying  for  health  care,  others  to  forego  care  they  feel 
they  cannot  afford  and  still  others  to  accept  second-class,  charity  care  once  they 
have  proven  themselves  poor  enough. 

"The  most  shattering  experience  for  me  was  watching  a  segment  of  Marcus 
Welby'  that  concerned  a  needed  operation,"  says  Dr.  David  Penman,  chairman 
of  Saskatchewan's  Medical  Care  Insurance  Commission.  "The  doctor  says.  'Yon 
need  the  operation,  Joe.  It'll  cost  $20,000.' 

"Joe  says,  'Jesus,  where  will  I  get  that  kind  of  money?'  The  doctor  says, 
'Well,  you  know  that  little  ranch  you  and  your  wife  have  been  building?  You 
could  sell  it  and  with  the  proceeds  pay  me  and  my  colleagues  and  vre'll  do  the 
operation.' 

"That  whole  concept — if  you  sell  all  your  life's  aspiration,  we'll  do  the  opera- 
tion— we've  done  away  with  it  (in  Canada),  We've  taken  the  financial  burden 
off  the  back  of  the  population." 

The  United  States  has  been  teetering  on  the  brink  of  national  health  insur- 
ance for  years.  Canada  took  the  plunge  seven  years  ago,  prodded  by  a  minority 
government  that  was  looking  for  an  issue  to  generate  popular  support. 

The  changes  that  have  occurred  in  that  country's  health  care  system  since 
then  could  give  Americans  a  preview  of  what  to  expect — and  what  not  to  ex- 
pect—it  and  when  the  U.S.  adopts  national  health  insurance. 

To  begin  with,  there  is  much  that  hasn't  changed.  The  government  doesn't 
run  a  health  care  system ;  it  just  pays  the  bills. 

Like  Americans,  most  Canadians  who  get  sick  still  go  to  private  doctors 
in  private  offices  and  clinics  or  to  hospital  emergency  rooms  and  outpatient 
clinics.  The  only  difference  is  that  when  the  time  comes  to  pay,  the  Canadian 
hands  over  a  small  card  with  his  name  and  insurance  number  on  it  and  the 
clerk  bills  the  provincial  government  for  the  service.  The  province,  in  turn,  bills 
the  federal  government  for  about  half  the  cost. 

All  Canadians  are  entitled  to  a  basic  insurance  package  covering  doctor  and 
hospital  bills.  In  addition,  most  of  the  12  provinces  and  territories  have  added 
benefits  of  their  own. 

Manitoba,  for  example,  pays  for  prescription  drugs  after  the  first  $50.  Sas- 
katchewan provides  dental  care  for  children.  Ontario  pays  for  nursing  home 
care. 

Money  for  the  provinces  share  of  the  costs  comes  from  taxes  and,  in  three  cases 
('Ontario,  British  Columbia  and  the  Yukon)  from  monthly  premJums  averaging 
$0.50  for  an  individual  and  $14.50  for  a  family,  with  no  charge  for  the  elderly 
and  the  poor. 

Private  insurance  companies  are  still  here  too,  selling  insurance  for  the  service 
that  various  provinces  don't  yet  cover:  Dental  care  (Blue  Cross  charges  about 
$13  a  month  for  a  family),  drugs  ($3  for  an  individual,  $8  for  a  family),  cov- 
erage for  foreign  visitors  ($10  for  21  days),  coverage  for  a  semi-private  ($2  a 
month)  or  private  ($4)  room  (the  government  pays  for  a  four-bed  room) 

Ontario  Blue  Cross,  the  fourth  largest  Blue  Cross  plan  in  North  America,  ex- 
pects to  take  in  $80  million  in  premiums  this  year. 

Many  people  had  feared  that  the  quality  of  medical  care  would  suffer  under 
national  health  insurance.  Critics  of  comprehensive,  universal  coverage  predicted 
that  removal  of  all  financial  barriers  to  medical  care  would  unleash  a  flood  of 
patients  who  would  swamp  doctors'  oflaces  with  needless  demand.  As  a  result, 
the  overworked  doctors  would  be  forced  to  dispense  hurried,  impersonal  care. 

That  hasn't  happened  in  Canada.  The  modest  increase  in  the  use  of  health 
services,  particularly  among  the  poor,  has  been  more  than  offset  by  increased 
medical  school  enrollment  and  a  massive  immigration  of  foreign  doctors.  In  fact, 
parts  of  Canada  now  have  too  many  doctors  and  the  government  has  limited  im- 
migration sharply. 


Relationships  between  doctors  and  patients  are  at  least  as  warm  and  personal 
as  in  the  United  States,  if  not  more  so.  Partly  because  it  is  less  urbanized  than 
tbe  United  States.  Canada  always  has  had  more  family  doctors  for  its  popula- 
tion than  the  specialist-oriented  U.S. 

Even  in  big  cities  like  Toronto,  it  is  not  hard  to  find  middle-class  residents 
who  casually  acknowledge  that,  yes,  their  doctors  make  house  calls. 

Government  health  insurance  has  worked  well  for  the  doctors,  who  opposed 
the  concept  when  it  was  first  introduced  because  they  feared  government  control. 
But  through  their  strong  provincial  medical  associations,  they  so  far  have 
managed  to  keep  government  from  exerting  any  significant  control  over  the  way 
they  practice  medicine. 

"If  you  took  a  vote  among  the  doctors  in  Canada  as  to  whether  they'd  go  back 
to  the  previous  system,  there'd  be  very  few  in  favor,"  says  Dr.  J.  D.  Wallace, 
secretary  general  of  the  Canadian  Medical  Association. 

The  present  health  care  system,  however,  has  shortcomings  that  prevent  some 
from  getting  appropriate  health  care.  It  is  also  costing  more  than  federal  and 
provincial  governments  are  willing  to  pay. 

A  list  of  those  shortcomings  is  remarkably  similar  to  the  list  that  American 
health  planners  would  compile  if  asked  to  describe  the  deficiencies  of  the  Amer- 
ican system  : 

These  include  (1)  shortage  of  doctors  in  rural  areas  and  inner  cities  (2)  over- 
abundance of  hospital  beds  that  leads  physicians  to  treat  patients  in  hospitals 
rather  than  on  the  less  expensive  outpatient  basis  (3)  lack  of  imiformiiy  in  the 
system.  For  example,  there  is  no  single  place  a  patient  can  find  all  the  services 
together  and  (4 )  soaring  costs  of  health  care. 


Statemext  of  the  CoMMrxiTY  Sekvice  Society  of  Xew  York 

As  the  country's  largest  nonprofit  social  welfare  agency,  the  Society  is  active 
both  in  delivering  services  and  analyzing  legislation,  with  a  view  toward  improv- 
ing community  life.  We  have  traditionally  supported  government  efforts  to 
broaden  the  scoi>e  of  health  insurance  coverage  available  to  Americans.  How- 
ever, at  this  time  we  must  urge  you  to  reject  the  Administration's  proposal  to 
add  a  catastrophic  health  insurance  dimension  to  the  Medicare  program.  There 
are  convincing  reasons  why  such  a  scheme  could  only  end  up  creating  more  prob- 
lems than  it  would  solve. 

One  liability  of  the  President's  plan  is  the  way  in  which  it  would  finance  the 
additional  catastrophic  health  benefits.  The  monies  are  to  be  raised  by  stiff 
increases  in  cost-sharing  under  both  Parts  A  and  B,  through  a  ten-percent  co- 
insurance rate  under  Part  A  with  an  annual  ceiling  of  S500,  plus  a  deductible  of 
$77  under  Part  B  with  a  cap  of  S250.  These  measures  would  be  counter-produc- 
tive because  they  would,  in  effect,  heavily  "tax"  all  Medicare  beneficiaries,  many 
of  whom  are  disadvantaged,  in  order  to  help  a  relatively  small  number  of  persons. 

Although  the  Administration's  plan  is  said  to  be  motivated  by  the  desire  to 
hold  down  federal  Medicare  expenditures,  the  proposed  changes  would  actually 
add  to  the  administrative  costs  of  the  program.  TTe  recall  the  testimony  of 
Walter  McXerney  of  Blue  Cross,  before  this  Committee  two  years  ago.  in  which 
he  .stated  that  dkluctivles  and  copaymenrs  "are  less  appropriate  against  major 
episodes  requiring  hospitalization  than  against  smaller,  repetitive,  subscriber- 
initiated  benefits  "(  Often  as  cosdy  to  administer  as  their  worth)." 

In  addition,  the  President's  Medicare  plan  would  tend  to  fuel  costs  because,  if 
large  initial  expenditures  are  to  be  paid  by  the  patient  and  only  subsequent 
expenditures  bv  insurance,  there  would  be  less  incentive  to  seek  early  care  or 
preventive  treatment.  A  case  in  point  is  the  California  Copayment  Experiment 
with  Medicaid  beneficiaries,  in  which  a  prestigious  study  found  that  following 
the  start  of  copavment.  utilization  of  ambulatory  doctor's  office  visits  declined : 
however  after  a  brief  lag,  hospitalization  rates  rose  more  than  enough  to  offset 
the  savings  to  the  state  from  the  reduction  in  ambulatory  care  use.  This  was 
due  pre^umablv  to  the  neglect  of  early  medical  care  because  of  the  inhibiting 
effect  of  the  copavments.  We  find  it  noteworthy  that  California  actually  discon- 
tinued the  entire'  copayment  procedure  in  June  1973,  only  IS  months  after  it 
had  taken  effect.  .  ^    .  ..... 

It  should  be  recognized  that  the  Administration  recommendation  to  limit  in- 
creases to  seven-percent  in  Medicare  reimubursement  of  hospitals,  nursing  homes 
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and  home  health  agencies  is  merely  a  holding  action.  Inflation  and  wasteful  use 
of  resources  will  be  encouraged  as  long  as  Medicare  continues  its  retrospective 
reimbursement  methods  based  on  a  cost-plus  arrangement.  The  key  to  dampening 
inflation  in  this  area  is  a  prospective  rate-setting  system  which  would  strengthen 
incentives  for  the  efiicient  delivery  of  health  services  and  make  possible  improved 
budgetary  and  program  planning. 

Likewise,  amending  Medicare  to  recognize  no  more  than  a  four-percent  annual 
increase  in  customary  and  prevailing  physicians'  charges  only  marks  time.  This 
proposal  would  destroy  the  recent  initiative  to  limit  increases  in  physicians' 
fees  under  Medicare  by  use  of  a  national  economic  index  reflecting  changes  in 
physicians'  expenses  and  earnings  levels.  The  predictable  consequences  of  the 
President's  proposal  are  all  negative :  it  could  appreciably  raise  the  percentage 
of  physicians  who  do  not  accept  Medicare  reimbursement  as  full  compensation 
for  services  rendered.  When  physicians  are  able  to  realize  average  fee  increases 
of  12.3  percent,  as  they  did  last  year,  there  is  a  strong  probability  they  will  act 
to  maintain  income  levels  by  refusing  to  treat  Medicare  beneficiaries,  or  by  charg- 
ing them  in  excess  of  the  reimbursement  rate,  or  by  increasing  output  sufiiciently 
to  make  good  their  losses.  Future  efforts  to  restrain  the  rise  in  Part  B  expendi- 
tures would  be  better  served  by  moving  awa.y  from  the  traditional  reimburse- 
ment system  based  on  "customary  and  prevailing''  charges  which  has  borne 
little  or  no  relation  to  reasonable  costs. 

In  conclusion,  we  strongly  oppose  the  President's  proposed  changes  in  the 
Medicare  program.  Such  a  plan  could  heighten  the  burden  of  sickness  for  the 
elderly  and  disabled,  rather  than  promoting  the  availability  of  quality  health 
care. 


Statement  of  the  Council  of  Home  Health  Agencies  and  Community 
Health  Services,  NatioNxVL  League  for  Nursing 

The  Council  of  Home  Health  Agencies  and  Community  Health  Services  ap- 
preciates the  opportunity  to  submit  this  statement  on  the  Administration's  Pro- 
posals for  Changes  in  the  Medicare  Program.  We  have  selected  three  of  the  six 
items  proposed  as  they  relate  to  home  health  services.  These  three  items  are : 

Ten  Percent  Coinsurance  for  Part  A  Services. 

Automatic  Increase  in  Part  B  Deductible. 

Limitation  of  7  Percent  Per  Year  on  Provider  Reimbusement. 

Our  position  on  each  of  these  items  is  in  opposition  to  the  Administration's 
proposal. 

ten  percent  coinsurance  for  a  home  health  services 

In  1972,  cognizant  of  the  factors  which  affect  the  utilization  of  services,  the 
House  Ways  and  Means  Committee  eliminated  the  20  percent  coinsurance  for 
Part  B  home  health  benefits.  This  w^as  upheld  by  the  full  Congress  and  applauded 
by  agencies  and  patients  with  the  passage  of  P.L.  92-603. 

To  now  institute  a  coinsurance  for  Part  A  Home  Health  Benefits  would  be  both 
regressive  and  costly.  We  recognize  that  the  imposition  of  coinsurance  services 
to  make  the  consumer  more  reluctant  to  use  services.  While  we  understand 
that  this  mechanism  can  be  used  as  a  lever  to  deter  the  overutilization  of  institu- 
tional care,  we  do  not  think  it  appropriate  that  it  be  applied  to  the  home  health 
benefit.  CHHA/CHS  believes  that  the  Administration  would  be  "Pound-wise  and 
Penny-foolish"  to  introduce  measures  which  will  only  serve  to  inhibit  utiliza- 
tion of  this,  still  underutilized,  service.  One  infrequently,  if  ever,  hears  of  a 
physician  deferring  hospitalization  because  the  patient  cannot  afford  it.  However, 
very  often,  home  health  care  will  not  be  prescribed  on  that  basis. 

The  costs  of  administering  a  coinsurance  requirement  have  been  found  to 
exceed  the  amount  of  the  coinsurance  itself.  In  addition  to  the  ongoing  costs 
of  such  items  as  billing  both  the  patient  and  the  Medicare  program,  there  M'Ould 
be  an  initial  outlay  of  monies  to  change  existing  billing  systems.  In  the  final 
analysis,  any  monies  not  collected  from  patients  can  be  classified  as  bad  debts 
and  claimed  from  Medicare.  One  can  expect  more  agencies  to  file  for  bad  debts 
which  will  increase  both  the  number  of  audits  and  the  complexity  of  audits — 
at  a  greater  cost  to  the  government. 

automatic  increase  in  part  b  deductible 

We  oppose  this  item  for  many  of  the  same  reasons  stated  above  in  relation  to 
coinsurance.  In  addition,  raising  the  amount  of  the  deductible  tied  to  cost-of- 
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liviiig  adjustments  in  social  security  cash  benefits,  will  deprive  tlie  beneficiary  of 
the  much  needed  income.  The  government,  in  effect,  will  be  giving  with  one  hand 
and  taking  back  with  the  other. 

We  apperciate  that  an  annual  ceiling  has  been  established  but  this  would  cover 
only  the  deductible  and  the  20  percent  coinsurance.  There  are  many  other  costs 
not  presently  covered  by  Medicare  (e.g.  difference  between  Medicare's  fee  sched- 
ule for  phyician  services  and  the  physician's  actual  fee).  In  the  end,  no  ceiling  in 
fact  has  been  established. 


LIMITATIOX  OF  7  PERCENT  PER  YEAR  ON  PROVIDER  REIMBURSEMENT 

To  place  a  reimbursement  ceiling  on  Medicare  program  services  is  to  place  just 
one  segment  of  only  one  industry  (health  care)  under  price  controls.  This  is 
esi)ecially  discriminatory  to  home  health  agencies,  at  least  80  percent  of  which 
are  public  oi-  nonprofit. 

(Jost  per  visit  is  determined  on  the  basis  of  actual  agency  expenditures.  These 
expenditures  have  been  increasing  every  year  reflecting  the  general  inflationary 
situation. 

The  largest  expenditure  of  a  home  health  agency  is  salary  and  salary  related 
items.  ^Salaries  alone  account  for  nearly  70  percent  of  the  total  and  such  other 
items  as  retirement,  social  security  and  other  employee  benefits  are  an  additional 
8  percent.  Contract  payments  and  fees  for  patient  care  services  account  for  9 
l>ercent.  Thus,  about  86  percent  of  an  agency's  budget  are  direct  personnel  costs. 
If  wage  increases  continue  at  the  current  level  of  about  7  percent  per  year,  that 
alone  would  account  for  an  increase  of  6  percent  in  total  reimbursement.  And 
this  does  not  take  into  consideration  such  other  agency  exijenditures  as  trans- 
portation costs,  the  costs  of  medical  and  nursing  supplies  and  equipment,  office 
expense  (including  supplies,  equipment,  telephone,  postage  and  printing),  rent 
and  the  rehited  items  of  light,  heat  and  cleaning  and  a  host  of  other  expenses 
including  general  liability  and  malpractice  insurance,  dues,  subscriptions,  fees 
for  accountants,  lawyers,  etc.  Each  of  these  costs  is  increasing — some  at  spiraling 
rates.  Kegulatorv  requirements  further  increase  the  expenditures  in  the  areas  of 
financial  management,  documentation  and  record  keeping,  legal  fees,  and  data 

pi(K(.^s.sinj^^  vou  to  the  attached  publication  "Yearly  Review— 1974,  Some 
Stati«^tics  on  Communitv  Health  Services."  This  is  a  compilation  of  reports  gen- 
erated from  our  annual  survey.  The  1974  survey  included  questions  on  Income 
and  Expenditures  and  Automobile  Transportation  Reimbursement  in  addition 
to  the  regular  annual  questions  on  salaries  and  cost  and  charge  for  home  visiting 
services.  We  believe  the  data  contained  therein  will  substantiate  and  further 
clarify  our  testimony.   

St^tfment  of  Michael  D.  Bromberg,  Director,  National  Offices, 
Federation  of  American  Hospitals 

On  l)ehilf  of  the  members  of  the  Federation  of  American  Hospitals,  we  would 
like  to  thank  the  Committee  for  this  opportunity  to  present  the  views  of  our 
01.  an  zatk)n  on  the  Administration's  proposed  changes  in  the  Medica^re  program. 

5^ie  Federation  of  American  Hospitals  is  the  national  association  of  mvestor- 
rAVTied  hospitals  representing  approximately  1,100  hospitals  with  our  10o,000 
bedf  Thei  facmtiei.  which  ?ange  from  small  rural  facilities  to  large  urban  and 
siUn;rban  comprehensive  medical  care  institutions,  represent  about  25%  of  all 
non-government  hospitals. 

copayments  and  catastrophic  protectio.n 

T    T  •  f  nf  the  Union  \ddress.  President  Ford  stated  that  national 

In  his  recent  State  of  the  ^ ^^o^n^^^;  Americans  was  an  expense  th;it 

health  insurance  ^'^'^^'^.^''^^^^^^^^  to  OKer 

the  federal  government  could  ^^^^  'luiienuy  such  coverage,  certain  re- 

catastxophic  coverage  for  the  f^^^^jJl  ^.f^'ment  equal  to  10%  of  inpatient 
quirements  would      imposed  inclu^^  ^^^^  ^^^^^ 

Slf^m  Zl:r^ZB  w^d  ^  Raised  to  $77  with  further  increases  m 
later  yeai;s.  summer   we  have  witnessed  increasing  Congressional 

iuS^  relSn^  n.e  SrJ^rogram  prior  to  eventual  passage  or  imple- 
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mentation  of  national  health  insurance.  This  interest  was  given  impetus  this 
past  September  when  hearings  on  the  subject  M-ere  held  by  this  Subcommittee. 
The  Federation  commends  such  action  because,  we,  too,  believe  that  the  Medicare 
program  is  in  need  of  reform  especially  in  the  area  of  institutional  reimburse- 
ment. As  a  prelude  to  any  future  comprehensive  health  insurance,  it  would  seem 
imperative  that  the  flaws  in  the  present  system  of  federally  subsidized  care 
for  the  elderly  and  poor  be  corrected. 

In  previous  testimony — most  recently  that  presented  to  this  Subcommittee 
on  November  10,  1975 — the  Federation  has  expressed  its  position  on  catastrophic 
coverage.  At  that  time  we  expressed  support  for  such  coverage  as  part  of  a 
comprehensive  program  for  all  Americans  and  we  outlined  several  alternatives 
to  payroll  and  Social  Security  tax  financing  of  catastrophic  insurance.  We 
believe  that  all  illness-related  expenses,  including  prescription  drugs,  dental 
care,  and  inpatient  and  outpatient  psychiatric  care  should  be  covered  under 
any  catastrophic  insurance  plan.  Catastrophic  health  costs  in  any  form  should 
be  covered  as  soon  as  the  annual  family  or  individual  deductible  is  met. 

In  the  context  of  catastrophic  care  for  the  elderly,  as  proposed  by  Presi- 
dent Ford,  it  would  appear  that  the  elderly  would  merely  be  paying  10%  more 
for  a  minor  increase  in  hospital  coverage.  In  addition,  it  is  unreasonable  to 
assume  that  the  institution  of  such  a  copayment  would  result  in  lower  hospital 
utilization  on  the  theory  that  a  patient  would  first  "think  twice"  about  going 
to  the  hospital.  Few  patients  are  going  to  refuse  medical  care,  and  few  physi- 
cians are  going  to  hedge  about  hospitalizing  a  patient  because  of  a  10%  co- 
payment  requirement.  The  reason  for  proposing  this  Medicare  coinsurance 
factor  appears  to  be  simply  to  reduce  the  expenditure  of  federal  dollars ! 

The  Federation  has  supported  inclusion  of  a  coinsurance  factor  of  20  to  25% 
up  to  a  maximum  level  of  $1,000  as  part  of  a  national  health  insurance  plan 
based  on  employer  purchased  private  health  insurance  policies  for  all  working 
Americans.  There  are  several  differences  between  that  kind  of  cost  sharing 
and  the  President's  proposal.  First,  working  Americans  are  better  able  to  meet 
the  financial  participation  required  in  a  copayment  than  are  the  elderly  or  the 
poor.  Second,  working  Americans  require  less  hospitalization  than  the  elderly 
or  the  poor.  Third,  national  health  insurance  would  upgrade  and  broaden 
benefits  for  those  under  age  65  so  that  we  would  be  asking  them  to  help  finance 
new  and  better  protection.  Medicare  beneficiaries,  under  the  President's  plan, 
would  be  asked  to  contribute  up  to  $500  per  year  for  benefits  which  in  most 
cases  would  be  the  same  as  they  receive  under  existing  law. 

We  conclude,  therefore,  that  the  enactment  of  any  copayment  requirement 
for  Medicare  should  be  directly  related  to  expanded  benefits  such  as  broader 
inpatient  and  outpatient  psychiatric  care,  prescription  drugs,  dental  services, 
nursing  home  care,  and  all  other  health  related  costs  not  presently  covered  by 
the  Medicare  law. 

The  catastrophic  Medicare  protection  called  for  by  the  President  is  not  only 
limited  in  its  coverage  but  is  needed  only  because  of  the  new  cost  sharing 
features  he  has  proposed  in  the  fiscal  1977  budget. 

We  would  recommend  keeping  the  present  inpatient  hospital  deductible  of 
$104  unless  or  until  such  time  as  the  benefit  package  is  substantially  broadened 
within  the  Medicare  program  itself  or  within  the  context  of  a  full-scale  national 
health  insurance  program. 

HOSPITAL  COST  LIMITATION" 

The  aspect  of  the  President's  proposed  Medicare  amendments  that  is  of  most 
concern  to  us  is  the  call  for  a  return  to  cost  controls,  in  the  form  of  a  7% 
ceiling  on  inpatient  hospital  costs  for  care  to  Medicaire  beneficiaries. 

It  is  important  to  understand  that  because  historically  Medicare  has  not  paid 
Its  fair  share  of  institutional  costs  or  charges  for  providing  services  to  program 
beneficiaries,  health  facilities  have  been  forced  to  increase  charges  to  non- 
government patients.  Therefore,  the  inflationary  impact  of  Medicare  has  been 
felt  throughout  the  health  field.  If  Congress  places  a  7%  lid  on  payment  of 
Medicare  inpatient  hospital  costs,  the  burden  will  become  even  heavier  for 
non-Medicare  patients. 

As  you  will  recall,  the  health  industry  was  the  last  to  be  decontrolled  from 
wage  and  price  regulation  back  in  April  1974,  when  an  extension  of  the 
Economic  Stabilization  Program  was  not  approved  by  Congress.  Aside  from 
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tlie  all  too  obvious  fact  that  sucli  control  over  a  single  industry  was  discrimina- 
tory, several  acute  problems  arose  from  that  situation. 

As  in  any  business,  hospitals  must  use  financial  resources  gained  from  their 
operating  margin  (difference  between  total  revenues  and  total  expenses)  for 
replacement,  expansion,  and  improvement  of  facilities.  However,  under  the 
Economic  Stabilization  Program,  hospitals  were  forced  into  a  ""hand-to-mouth" 
existence ;  the  only  way  that  a  hospital  could  obtain  an  exception  for  price 
increases  was  to  demonstrate  a  negative  cash  how.  There  was  thus  little  ar 
no  money  available  for  replacement  or  expansion  of  services  and  facilities  and 
the  quality  of  care  delivered  can  only  sutfer  mider  such  conditions. 

Xo  industry  is  entirely  self-sustaining.  The  hospital  industry,  even  more 
tlian  most,  depends  upon  outside  suppliers  for  products  such  as  food,  linens,  and 
sophisticated  equipment.  Under  wage  and  price  controls,  it  became  increasingly 
difiicult  for  hospitals  to  afford  the  products  and  services  needed  to  provide 
quality  care.  In  short,  it  is  totally  unfeasible  to  regulate  hospitals  themselves 
when  suppliers  and  wages  are  not  regulated.  Since  hospitals  cannot  be  expected 
to  absorb  such  costs  and  remain  operative,  it  would  be  necessary  to  pass  them 
along  in  the  form  of  higher  charges  to  non-Medicare  patients.  If  their  insurance 
did  not  cover  the  charges,  they  would  themselves  be  responsible.  If  the  patient 
could  not  make  good  on  a  hospital  bill,  the  hospital  would  be  forced  to  write 
it  off  as  a  bad  debt  leaving  it  farther  behind  than  ever  in  the  battle  against 
high  costs. 

In  1974,  Congress  rejected  Administration  legislative  proposals  to  continue 
wage  and  price  controls  on  the  health  industry.  Congress  understood  then  and 
we  hope  Congress  will  continue  to  understand  that  economic  controls  on  the 
health  field  during  a  period  when  all  other  industries,  including  hospital  sup- 
pliers, are  uncontrolled,  will  produce  financial  instability  among  providers  and 
a  reduction  of  quality  care  for  patients. 

The  President's  proposed  seven  percent  ceiling  on  hospital  per  diem  or  per 
stay  costs  under  Medicare,  differs  from  the  1974  Administration  plan  rejected 
by  Congress  in  two  respects.  First,  the  proposed  ceiling  is  more  stringent  and 
second,  the  controls  are  limited  to  prices  or  costs  and  do  not  cover  wages.  The 
1976  proposed  ceiling  is,  therefore,  even  more  arbitrary  and  unfair  than  previous 
budget  reduction  schemes  and  we  urge  the  Subcommittee  to  reject  it. 

The  issue  of  health  costs  is  an  important  subject  and  we  are  anxious  to  work 
with  the  Subcommittee  to  find  new  methods  for  containing  health  expenditures. 
The  issue  is  not  an  easy  one  to  grasp  or  to  solve,  but  certainly  we  ought  to 
recognize  that  simple  answers,  such  as  enactment  of  a  ceiling,  will  not  work. 

Briefly  stated,  these  are  the  major  reasons  for  our  alarm  at  the  President's 
suggestion  of  a  return  to  cost  controls  on  health.  It  is  true  that  the  cost  of 
health  care  is  rising ;  so  is  the  cost  of  everything  else.  In  addition  to  the  high 
cost  of  supplies,  the  largest  chunk  of  any  hospital's  budget  (approximately 
GOVc)  goes  toward  the  cost  of  labor.  And  with  the  minimum  wage  continuing 
to  rise,  more  and  more  of  the  budget  is  being  consumed  by  such  costs.  We 
agree  that  the  Medicare  reimbursement  mechanism  should  be  revam.ped  to  help 
contain  costs  through  incentives  for  efficiency,  but  to  impose  an  arbitrary, 
fixed  ceiling  on  reimbursable  Medicare  costs  is  unimaginative  and  short-sighted. 
It  attacks  the  svmptoms  but  not  the  major  cause  of  high  health  care  costs. 

The  development  of  real  economic  incentives  for  the  efficient  and  effective 
management  of  health  care  institutions  is  the  most  promising  area  for  dealing 
with  rising  health  costs.  We  have  testified  on  the  subject  before  this  Subcom- 
mittee several  times  during  the  past  year  and  repeat  our  recommendation  that 
you  continue  to  develop  Medicare  amendments  along  those  lines  in  lieu  of  the 
proposals  offered  by  the  Administration. 

We  would  Uke  to  thank  the  Subcommittee  for  this  opportunity  to  present 
our  views  on  the  President's  proposal. 


SUMMAP.Y  OF  RECOMMENDATIONS 

Thf^  enactment  of  any  copayment  requirement  for  Medicare  should  be  directly 
related  to  expanded  benefits  such  as  broader  inpatient  and  outpatient  psychiatric 
care  prescription  drugs,  dental  services,  nursing  home  care,  and  aU  other 
health  related  costs  not  presently  covered  by  the  Medicare  law. 

In  1974  Con^-ress  rejected  Administration  legislative  proposals  to  continue 
wage  and 'price  controls  on  the  health  industry.  Congress  understood  then  and 
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we  hope  Congress  will  continue  to  understand  that  economic  controls  on  the 
health  field  during  a  period  when  all  other  industries,  including  hospital  sup- 
pliers, are  uncontrolled,  will  produce  financial  instability  among  providers  and 
a  reduction  of  quality  care  for  patients. 

The  President's  proposed  seven  percent  ceiling  on  hospital  per  diem  or  per 
stay  costs  under  Medicare,  differs  from  the  1974  Administration  plan  rejected 
by  Congress  in  two  respects.  First,  the  proposed  ceiling-  is  more  stringent  and 
second,  the  controls  are  limited  to  prices  or  costs  and  do  not  cover  wages.  The 
1976  proposed  ceiling  is,  therefore,  even  more  arbitrary  and  unfair  than  previous 
budget  reduction  schemes  and  we  urge  the  Subcommittee  to  reject  it. 

The  development  of  real  economic  incentives  for  the  efficient  and  effective 
management  of  health  care  institutions  is  the  most  promising  area  for  dealing 
with  rising  health  costs.  We  have  testified  on  the  subject  before  this  Subcom- 
mittee several  times  during  the  past  year  and  repeat  our  recommendation  that 
you  continue  to  develop  Medicare  amendments  along  those  lines  in  lieu  of  the 
proposals  offered  by  the  Administration. 


Statement  of  the  Health  Insurance  Association  of  America 

This  statement  is  submitted  on  behalf  of  the  Health  Insurance  Association 
of  America,  whose  325  member  companies  provide  more  than  85  percent  of  the 
private  health  insurance  underwritten  by  insurance  companies  in  the  United 
States. 

While  this  hearing  is  primarily  concerned  with  Medicare  and  catastrophic 
illness  among  the  elderly,  this  subcommittee  should  be  aware  of  the  rapidly 
changing  picture  regarding-  financial  protection  against  catastrophic  illness 
among  the  under  age  65  population.  Since  1970  our  member  companies  have 
reacted  strongly  to  provide  such  coverage  through  private  health  insurance 
and  are  vigorously  marketing  such  coverage  today.  While  little  truly  catastrophic 
coverage  was  available  in  1970,  today  almost  150  million  Americans  under  age 
65  have  some  kind  of  private  medical  catastrophic  coverage,  either  through 
major  medical  coverage,  Blue  Cross/Blue  Shield,  HMO's,  or  very  high  level 
basic  plans. 

The  results  of  a  recent  HIAA  survey  reveal  that  76%  of  all  employees  covered 
under  new  major  medical  expense  policies  sold  in  the  first  quarter  of  1975  by 
insurance  companies  had  maximum  benefits  of  $100,000  or  more.  A  prior  study 
of  new  group  cases  conducted  in  1973  indicated  that  29%  of  the  employees 
in  the  survey  with  major  medical  coverage  had  maximum  benefits  of  $100,000 
or  more.  In  1970,  the  proportion  of  employees  so  covered  was  only  1%. 

This  statement,  however,  is  primarily  directed  to  the  Administration's  pro- 
posals v/hich  would  limit  increases  in  hospital,  nursing  home  and  home  health 
agencies  per  diem  or  per  visit  costs  to  no  more  than  seven  percent  for  Medicare 
reimbursement  purposes  :  and  that  Medicare  would  recognize  no  more  than  a  four 
percent  increase  in  customary  and  prevailing  physicians'  charges  for  Medicare 
reim.bursem.ent  purposes. 

Our  member  companies  are  gravely  concerned  that  these  proposals  are  merely 
cost  shifting  proposals,  not  true  cost  control  proposals. 

If  a  seven  percent  ceiling  is  put  only  on  increases  in  Medicare  hospital  reim- 
bursements, but  costs  rise  more  than  seven  percent,  who  will  pay  the  difference? 
As  sure  as  day  follows  night,  charges  for  non-Medicare  patients  will  go  up  to 
reflect  the  difference. 

Similarly,  if  a  doctor's  costs  go  up  more  than  four  percent,  he  will  either  stop 
taking  assignments,  or  charge  his  other  patients  more. 

More  constructively,  this  Committee  could  change  the  basis  of  Medicare  and 
Medicaid  reimbursement  from  audited  costs  to  charges  that  are  (1)  based  on 
budgets  related  to  the  care  the  institution  is  authorized  to  provide,  (2)  approved 
in  advance  by  a  qualified  reviewing  agency,  and  (3)  applied  uniformly  to  all 
patients  regardless  of  the  type  of  insurance  carried  or  even  the  existence  of  in- 
surance. Such  prospective  rate  review  is  an  essential  component  of  any  success- 
ful cost  control  program. 

Accordingly,  the  Health  Insurance  Association  of  America  urges  that  Title 
XIX  of  the  Social  Security  Act  be  amended  to  make  federal  funds  for  state  pro- 
grams conditional  upon  the  state  establishing  a  system  whereby  each  health  care 
institution  shall  file  for  prior  approval  botli  its  budget  and  its  proposed  scale  of 
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charges  with  a  competent  state  agency.  In  addition,  the  Medicaid  program  could 
provide  that  the  Secretary  of  HEW  would  maintain  an  overview  of  the  work 
of  these  state  prospective  rate  review  agencies.  If,  after  a  public  hearing,  he 
found  an  agency  that  was  doing  an  inadequate  job,  he  could  appropriately  adjust 
the  rate  of  reimbursement  otherwise  payable  by  the  federal  government.  It 
would  be  essential  that  all  other  medical  care  reimbursement  programs  under  the 
Social  Security  Act  also  have  their  reimbursement  formula  for  health  care  in- 
stitutions based  on  the  institutions'  charges  as  so  prospectively  approved.  In- 
deed, there  should  be  a  requirement  that  the  health  care  institutions  use  the 
same  scale  of  charges  for  all  patients.  Inasmuch  as  the  establishment  of  pro- 
spective rate  review  agencies  will  require  legislative  action  in  most  states,  it 
would  be  essential  to  give  the  states  some  lead  time,  such  as  three  years,  in  which 
to  establish  these  agencies  and  get  them  into  actual  operation. 


Statement  of  Ho:n'.  Edm'aed  I.  Koch,  a  Repeesextative  in  Congkess  Feom  the 

State  of  New  Yoek 

The  changes  that  the  President  has  proposed  be  made  in  medicare  to  increase 
patient  participation  in  the  program  has  been  billed  as  improving  benetits,  but 
in  fact  would  work  a  hardship  on  the  majority  of  medicare  recipients.  Under  the 
President's  plan,  the  elderly  would  indeed  be  participating  more  fully  in  the 
program — they  would  be  paying  more  of  their  hospital  and  doctor  bills.  The 
offsetting  new  benefits  in  the  area  of  catastrophic  care  would  provide  additional 
benefits  for  few ;  the  less  than  one  percent  of  the  current  beneficiaries  requiring 
more  than  75  days  of  hospitalization.  It  would  increase  costs  in  the  first  two 
months  of  medical  care  so  that  the  number  reaching  the  limits  of  $500  for  hos- 
pital and  extended  care  bills  and  $250  for  doctor's  services  for  medicare  patients 
would  rise  to  three  million. 

The  President  has  talked  a  lot  about  his  proposal's  protection  against  cata- 
strophic illness.  But  little  publicity  has  been  given  to  the  $1.3  to  $1.6  billion  his 
proposal  is  designed  to  save  the  federal  government.  In  short,  medicare  is  going 
to  cost  the  elderly  some  $1.3  to  $1.6  billion  a  year  if  the  President's  plan  is 
adopted  and  provide  a  $1.1  to  $1.4  billion  rebate  in  the  form  of  catastrophic 
coverage.  The  budget  saving  would  be  achieved  by  requiring  a  10-percent  co- 
insurance charge  for  services  to  elderly  people  who  are  sick.  Over  half  of  the  24 
milli(m  elderly  covered  by  the  medicare  program  would  pay  more  for  health  care 
under  this  proposal.  It  is  calculated  that  this  new  "protection"  would  help  fewer 
than  1-percent  of  current  beneficiaries,  those  requiring  more  than  75  days  of 
hospitalization.  There  should  be  increased  coverage  for  those  with  high  medical 
costs  such  as  kidney  dialysis  patients,  but  this  protection  should  be  provided  by 
the  governintnt  and  not  provided  in  exchange  for  a  cutback  in  overall  benefits. 

To  illustrate  what  the  President  means  when  he  says  the  "fees  for  short-term 
care  will  go  up  somewhat",  I  am  including  the  following  calculations.  The  average 
covered  hospital  stay  in  fiscal  year  1974  was  12  days  for  an  aged  Medicare  bene- 
fiduciary.  Under  present  legislation  a  person  who  stayed  this  length  of  time  with 
$50  in  physician  charges  would  only  pay  $268  for  the  1977  deductible.  The  Con- 
gressional Research  Service  projects  that  under  the  President's  proposal,  this 
same  person  would  pay  a  total  of  $450.  This  assumes  hospital  costs  of  $150  per 
day.  The  deductible  for  doctor's  bills  would  be  increased  from  $60  to  $77  in 
calendar  years  1S77  and  1978  and  thereafter  at  the  same  rate  as  retirement  and 
disability  social  security  benefits  increase.  (The  twenty  percent  existing  co- 
insurance charge  on  doctor's  bills  would  remain  on  medicare-determined  reason- 
able charges. ) 

The  sleeper  in  this  whole  plan  is  the  Administration's  scheme  to  hold  down 
increases  in  medicare  reimhursement.  In  fact,  it  is  predictable  that  this  provi- 
sion for  Umiting  increases  in  physicians'  charges  for  1977  to  four  percent  and 
increases  in  hospital,  nursing  home,  and  home  health  per  diem  on  per  visit  costs 
to  seven  percent  will  have  the  opposite  effect  on  patient  fees.  It  is  more  likely 
that  patients  will  be  billed  additional  sums  on  an  out-of-pocket  basis.  Rather 
than  halting  rising  costs  by  imposing  across  the  board  controls,  it  would  shift 
the  finanr-ial  burden  from  the  Federal  Government  to  the  elderly.  A  further  effect 
would  be  the  promotion  of  insurance  policies  for  the  resulting  gap  in  coverage. 

Additional  effects  of  the  proposed  limits  to  reimbursement  could  be  to  reduce 
availability  of  health  service  to  the  elderly  poor,  for  the  plan  provides  a  clear 
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financial  incentive  to  discriminate  against  tliem.  Tliis  could  result  in  second  class 
health  care  for  the  elderly.  Furthermore,  studies  show  that  if  coinsurance  and 
deductibles  are  high  enough  to  cut  down  utilization— the  elderly  may  fail  to  get 
timely  care  for  conditions  that  could  become  more  serious  and  require  expensive 
hospitalization. 

As  key  sponsor  of  the  National  Home  Health  Care  Act,  I  am  concerned  that  the 
President's  proposal  throws  inducements  to  institutionalized  extended  care.  At  a 
time  when  alternatives  to  nursing  homes  are  being  explored,  this  proposal  would 
impose  a  new  ten  percent  coinsurance  charge  for  home  health  care  beneficiaries, 
while  maintaining  the  ceiling  of  100  days  for  the  benefit  period.  In  contrast,  the 
100  day  limitation  on  extended  care  in  skilled  nursing  homes  has  been  lifted. 
The  coinsurance  formula  for  skilled  nursing  iiomes  would  be  revised  to  10% 
of  charges. 

Finally,  I  take  this  opportunity  to  reaffirm  my  supiwrt  for  the  National  Health 
Security  proposal  which  I  have  co-sponsored.  This  offers  a  more  comprehensive 
and  equitable  approach  to  catastrophic  as  well  as  more  routine  preventive  medical 
services. 


Statement  of  the  National  Association  of  Patients  on  Hemodialysis  and 

Tran  splan  ation 

Mr.  Chairman,  members  of  the  Committee,  I  wish  to  thank  you  for  the  op- 
portunity to  appear  here  today  on  behalf  of  NAPHT,  (National  Association  of 
Patients  on  Hemodialysis  and  Transplantation). 

Since  most  renal  patients  have  been  covered  by  Medicare  since  July  1973, 
NAPHT  feels  qualified  to  speak  on  these  proposals. 

The  Administration's  proposals  which  are  the  subject  of  these  hearings  are 
designed  to  assist  those  covered  under  the  Medicare  programs  with  a  catastrophic 
health  insurance  program.  To  help  finance  these  added  costs  the  fees  for  short- 
term  care  would  be  increased,  thus  making  all  Medicare  recipients  contribute  to 
these  costs. 

What  will  it  really  cost  the  majority  of  beneficiaries  in  terms  of  cash  outlay? 

Under  Part  A,  the  additional  cost  of  coinsurance  would  be  $396  per  year.  Under 
Part  B.  there  would  be  an  increase  of  $17  in  the  deductible.  A  4%  limit  in  allow- 
able physician  fee  increases,  would  mean  a  greater  portion  of  the  physician's 
bill  would  be  passed  along  to  the  patient. 

The  cost  then  of  at  least  an  additional  $400  per  year  will  not  be  passed  along 
to  our  working  force,  but  rather  to  those  on  a  fixed  income.  Most  of  them  are 
Social  Security  recipients.  Rent  and  utility  bills  must  be  paid.  Where  then  do 
senior  citizens  find  another  $8  to  $10  per  week  to  cover  these  costs?  Inflation 
has  wiped  away  any  such  surplus  for  m.ost  of  them.  It  will  mean  of  course  the 
money  will  come  from  the  food  budget.  It  does  not  take  too  much  imagination 
to  see  that  this  could  probably  lead  to  more  cases  of  subclinical  scurvy  and 
osteomalacia,  all  too  common  among  our  senior  citizens.  We  will  not  be  increas- 
ing preventive  medicine  but  rather  treating  illness  after  it  occurs,  which  is 
always  more  costly  and  painful. 

How  will  those  with  catastrophic  illness  be  helped  by  these  proposals? 

The  incentive  of  a  $250  limit  per  year  under  part  B  will  undoubtedly  help  the 
states  and  health  insurance  carriers  now  reimbursing  the  balance  of  20%  on 
physician  bills.  These  costs  would  instead  be  shifted  to  the  federal  government 
under  these  proposed  changes.  We  question  whether  the  increased  revenue  from 
the  majority  of  recipients  not  receiving  catastrophic  care  will  help  hold  down 
these  spiralling  costs. 

There  are  many  senior  citizens,  however,  who  have  neither  applied  nor  are 
qualified  for  Medicaid  assistance.  For  them  the  difference  between  what  Medi- 
care allows  and  the  physician  charges  is  something  their  budget  will  barely 
cover.  A  limit  on  the  coinsurance  for  them  would  have  almost  no  meaning,  be- 
cause they  simply  postpone  visits  to  the  doctors  unless  a  real  emergency  exists 
since  seeing  the  doctor  still  costs  money — money  which  they  cannot  afford. 

In  addition,  there  is  no  inclusion  here  in  these  proposals  for  increased  cov- 
erage for  those  suffering  from  catastrophic  illness.  Not  even  out-patient  drugs  are 
included. 

These  proposals  would  therefore  be  costly  to  the  federal  government  and  to 
the  other  Medicare  recipients  and  yet  tragically  offer  very  little  direct  aid  to 
those  senior  citizens  who  need  it  the  most.  Perhaps  only  those  confined  to  the 
hospital  for  over  60  to  90  days  will  be  the  only  ones  to  directly  benefit  from  these 
proposals. 
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This  is  the  year  of  our  Bicentennial  Celebration  when  we  are  honoring  the 
age  of  our  country.  It  would  be  an  opportune  time  to  also  honor  the  "aged"  in 
our  country  with  a  health  care  program  designed  to  truly  benefit  them  and  make 
their  senior  years  pleasant  and  happy  ones. 

Of  course  there  is  one  group  already  covered  for  catastrophic  illness  under  the 
Medicare  program — those  suffering  from  end  stage  renal  disease.  NAPHT  is  well 
qualified  to  speak  for  them  since  we  represent  over  6,000  patients  across  the 
country. 

How  would  these  proposals  effect  them  ? 

h^ince  all  maintenance  dialysis  is  covered  under  part  B  of  Medicare  the  ceiling 
of  ^'loi)  would  unquestionably  be  a  great  help  to  those  who  are  not  now  covered 
by  Medicaid  or  private  health  insurance.  This  is  a  very  small  minority,  though. 
Once  again  we  would  see  a  shift  in  costs  from  the  state  and  private  carriers  to 
the  federal  government.  Here  the  individual  costs  to  the  federal  government  per 
kidney  patient  under  part  B  would  undoubtedly  be  greater  than  for  the  rest  of 
the  Medicare  population.  The  net  result  would  be  a  large  increase  in  the  cost 
of  the  renal  program  without  the  introduction  of  one  measure  of  cost  saving 
incentives,  which  NAPHT  has  proposed  several  times  in  the  past. 

Within  the  past  year  the  Government  Accounting  Office  and  the  Oversight  Sub- 
committee of  Ways  and  Means  have  made  recommendations  designed  to  improve 
the  renal  program  and  save  dollars.  This  subcommittee  held  hearings  on  this 
topic  five  months  ago.  No  action  has  been  taken  to  date.  NAPHT  is  afraid  that 
these  recommendations  will  remain  buried  in  committee.  These  hearings  today 
may  indeed  be  another  reason  for  postponement  of  the  matter. 

We  are  well  aware  that  many  Congressmen  have  raised  eyebrows  in  shock 
at  the  projected  costs  of  the  renal  program.  Unless  action  is  taken  to  introduce 
cost  saving  incentives  into  the  program  these  prophecies  will  probably  come  true, 
only  because  of  lack  of  Congressional  action. 

In  conclusion,  the  enactment  of  the  Administration's  proposals  discussed  here 
today  would  cause  the  first  experiment  in  catastrophic  illness  coverage  to  fall 
far  short  of  its  goal  for  the  following  reasons : 

1.  It  would  be  very  costly  to  those  on  fixed  incomes. 

2.  It  would  be  costly  to  the  federal  government  by  shifting  reimbursement 
from  states  and  private  carriers. 

3.  It  would  be  costly  to  the  Renal  Program  because  it  would  block  cost 
saving  incentives. 

4.  It  would  give  very  little  direct  aid  to  those  suffering  from  catastrophic 
illness. 


Statement  of  the  National  Council  for  Homemaker-Home 
Health  Aide  Services,  Inc. 

introduction 

Tlie  National  Council  for  Homemaker-Home  Health  Aide  Services  is  a  national 
non-profit  (501)  (c)  (3)  membership  organization  with  offices  at  67  Irving  Place, 
New  York,  N.Y.  10003.  It  was  incorporated  in  1962  and  has  worked  steadily 
toward  its  goal  of  establishing  essential  standards  of  care  and  availability  of 
good  quality  homemaker-home  health  aide  service  in  all  sections  of  the  nation, 
for  individuals  and  families  in  all  economic  brackets.  When  there  are  disruptions 
due  to  illness,  disability,  social  and  other  problems,  or  where  there  is  need  of 
help  to  achieve  or  retain  independent  functioning  and  self-sufl3ciency  home- 
maker-home  health  aide  service  fills  a  vital  need.  It  helps  needless  expenditures 
for  and  the  needless  heartbreak  of  inappropriate  institutional  placement. 

MEMBERSHIP 

The  National  Council  is  a  membership  organization  composed  of  555  affiliates 
of  which  259  are  agencies  providing  homemaker-home  health  aide  service,  46  are 
organizations,  and  250  are  individuals  (1975  year  end  figures),  all  of  whom 
are  committed  to  promoting  quality  in-home  care. 

DEFINITION  OF  THE  SERVICE 

Homemaker-home  health  aide  service  helps  families  remain  together  and  elderly 
persons  to  remain  in  their  own  homes  when  a  health  and/or  social  problem 
strikes  or  to  return  to  their  own  homes  after  specialized  care.  The  trained  home- 
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maker-home  health  aide,  who  works  for  a  community  agency,  carries  out  assigned 
tasks  in  the  family's  or  individual's  place  of  residence,  working  under  the  super- 
vision of  a  professional  person  who  also  assesses  the  need  for  the  service  and 
implements  the  plan  of  care. 

HEALTH  CARE  COSTS 

The  National  Council  for  Homemaker-Home  Health  Aide  Services  is  deeply 
concerned  that  overall  health  care  costs  have  escalated  so  substantially  since  the 
enactment  of  the  Medicare  legislation. 

We  believe  that  among  the  factors  causing  this  cost  escalation,  in  addition  to 
inflation  and  built  in  expensive  administration,  are  the  following : 

(1)  the  existence  of  a  larger  number  and  an  increasing  proportion  of  aging 
in  our  population,  especially  in  the  older  range  of  75  years  and  above  where 
chronic  illness  is  more  prevalent,  and 

(2)  the  fact  that  the  Medicare  program  currently  does  not  come  close  to 
providing  appropriate  alternatives  to  expensive  hospital  and  other  institutional 
care.  A  good  case  in  point  is  the  program's  failure  to  help  develop  and  make 
maximum  use  of  in-home  health  care,  including  homemaker-home  health  aide 
services. 

In  view  of  the  continuing  increase  in  the  numbers  of  older  and  disabled  per- 
sons in  this  country  who  may  be  expected  to  need  health  care  and  the  escalating^ 
cost  of  institutional  care,  the  National  Council  urges  the  Administration  to 
encourage  the  development  and  use  of  home  care  programs.  In  fact,  the  National 
Council  fails  to  understand  why  the  Administration  has  not  already  facilitated 
home  care  in  light  of  its  cost  savings  and  humanitarian  benefits. 

PRESIDENT  ford's  PROPOSED  CHANGES  IN  MEDICARE 

The  President's  proposals  seek  to  control  federal  costs  by  : 

(a)  reducing  demand  through  increased  Medicare  costs  to  the  elderly  and 
disabled,  plus  state  cost-sharing,  and 

(b)  subjecting  health  care  providers,  alone  among  the  various  sectors  of  the 
economy,  to  price  controls  with  no  similar  provisions  for  controlling  their  costs. 

Furthermore,  the  proposed  changes  fail  to  make  provision  for  encouraging  and 
developing  in-home  and  other  health  care  alternatives  to  expensive  institutional 
care,  especially  for  long-term  care  of  the  chronically  ill.  In  fact,  they  offer  fur- 
ther discouragement  to  the  use  of  home  health  services. 

OPPOSITION  TO  MOST  PROPOSED  CHANGES 

The  National  Council  for  Homemaker-Home  Health  Aide  Services  opposes 
most  of  President  Ford's  proposed  changes  in  the  Social  Security  Act  Title 
XVIII  (Medicare)  because  of  their  negative  implications  for  elderly  and  disabled 
people  who  need  home  health  care,  including  homemaker-home  health  aide 
service. 

If  enacted,  the  changes  will  result  in  substantially  increased  costs  for  medical 
and  health  care  delivered  in  the  home  to  elderly  and  disabled  Medicare  bene- 
ficiaries and  therefore  a  needless  overall  escalation  of  health  care  costs. 

This  increase  in  home  care  costs  will  result  principally  because  the  10%  co-in- 
surance feature  proposed  under  Parts  A  and  B  will  discourage  the  use  of  home^ 
care  and  therefore  add  to  the  overall  cost  of  health  care.  According  to  DHEW's 
estimates,  most  elderly  and  disabled  persons  will  not  benefit  from  the  proposed 
maximums  of  $500  for  Part  A  and  $250  for  Part  B.  We  agree  in  prinicple  with 
the  concept  of  cost  maximums,  even  for  the  limited  coverage  proposed,  although 
we  oppose  potential  cost  savings  for  some  persons  being  borne  by  other  aged  and 
disabled  users  of  the  service.  Please  note  that  these  cost  maximums  in  fact  will 
not  cover  all  the  costs.  For  instance,  the  services  of  a  home  health  aide  are  not 
covered  unless  skilled  nursing  or  physical  or  speech  therapy  are  prescribed  and 
then  only  for  a  limited  number  of  visits,  unlike  the  unlimited  number  of  hospital 
days  proposed  by  the  President. 

Many  other  costs  are  not  covered.  Psychiatric  care  is  covered  on  a  very 
limited  basis.  Eye  examinations,  eye  glasses,  hearing  aides  and  special  equip- 
ment, prescribed  drugs  to  be  taken  at  home,  most  dental  expenses  and  ordinary 
health  exams  are  not  covered.  In  addition  to  these  uncovered  costs,  the  elderly 
or  disabled  person  who  needs  a  substantial  amount  of  service,  could  still  pay  up 
to  a  total  of  $750  in  deductibles  and  co-insurance,  plus  his  Part  B  premium  which 
shortly  will  be  $86  a  year. 
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If  enacted,  tlie  clianges  will  result  in  many  more  Medicare  beneficiaries  who 
will  be  unable  to  pay  the  increased  cost  to  them  and  therefore  will  be  forced 
either  to : 

Postpone  needed  care  until  they  are  seriously  ill  and  require  even  more 
costly  care ;  or 

Apply  for  Medicaid  to  obtain  coverage  of  health  care  costs  not  met  by 
Medicare.  Since  states  share  substantially  in  the  funding  for  Medicaid, 
obviously  some  of  the  additional  cost  burden  beyond  any  savings  they  will 
realize  from  cost  limitations  will  be  shifted  to  the  states.  Please  note  that  the 
means  test  and  possible  other  stipulations  required  under  Medicaid  would 
result  in  virtual  exhaustion  of  elderly  or  disabled  persons'  savings  and  in 
many  instances  even  loss  of  their  homes  with  the  ultimate  result  that  they 
would  have  to  move  to  more  costly  and  frequently  inappropriate  long-term 
institutional  care. 

The  President's  proposed  block  grants  for  health  to  the  states,  combining  15 
categorical  health  programs  and  Medicaid,  would  give  the  states  virtual  freedom 
to  define  both  financial  eligiblity  and  categories  of  service  for  medical  assistance. 
This  could  mean,  at  least  in  some  states,  that  the  aging  and  disabled  would  have 
even  more  difficulty  than  they  do  now  in  establishing  their  eligibility  for  medical 
assistance  and  obtaining  the  health  care  they  need. 

If  enacted,  the  changes  will  result  in  discouraging  development  and  use  of 
urgently  needed  home  health  care  service,  instead  of  providing  the  financial 
incentives  that  are  so  badly  needed. 

We  urge  that  the  preliminary  data  from  the  demonstration  projects  authorized 
under  Section  222  of  P.L.  92-603  be  studied  at  the  earliest  possible  date  with  a 
view  to  determining  whether  to  add  essential  homemaker  coverage  to  home 
health  aide  service  as  a  covered  benefit  under  Medicare. 

The  high  cost  of  administering  the  President's  proposed  10%  co-insurance 
feature  would  be  another  significant  factor  in  discouraging  the  use  of  usually 
cost-saving  quality  home  health  services.  To  illustrate:  most  homemaker-home 
health  aide  service  is  provided  on  an  as-needed,  usually  part-time,  basis.  Let  us 
suppose  that  an  aide  cared  for  an  elderly  or  disabled  person  in  his  own  home  for 
four  hours  in  any  one  day.  If  the  service  cost  $5  an  hour  or  a  total  of  $20,  the 
agency  would  have  to  invoice  for  and  collect  payment  on  two  bills : 

On  to  the  Medicare  fiscal  intermediary  for  90%  of  the  cost,  that  is,  $18 ; 
and 

Another  to  the  elderly  or  disabled  person  for  $2.  This  paper  work  w^ould 
cost  more  to  process  than  it  v/ould  realize  in  receipts.  Elderly  or  disabled 
persons  desperately  in  need  of  help  can  ill  afford  to  have  scarce  dollars 
wasted  on  unnecessary  administration. 
The  President's  proposed  limitation  on  increases  in  charges  for  a  two  year 
period  after  1976,  wtih  no  similar  provision  to  control  costs,  threatens  the  very 
existence  of  many  home  health  agencies.  Most  of  the  costs  for  a  service  of  this 
nature  are  for  wages.  If  these  costs  coninuue  to  rise  but  charges  are  subject  to 
price  control,  agencies  will  have  few  choices.  They  can  become  dangerously  sub- 
standard by  lowering  the  quality  of  care  provided,  they  can  go  out  of  busi- 
ness, or  they  can  limit  themselves  to  serving  the  very  few  persons  who  can  pay 
for  full  cost. 

Notable  for  its  absence  from  the  President's  proposals  is  a  concern  for  stand- 
ards for  home  health  services.  The  National  Council  believes  that  this  is  a  critical 
issue.  There  is  great  danger,  and  accumulating  evidence  that  home  health  serv- 
ices may  become  as  scandal-ridden  as  the  nursing  home  field.  Agencies  must  be 
required  to  meet  essential  standards  and  there  must  be  adequate  monitoring  of 
agency  operations  to  protect  the  vulnerable  people  being  served.  For  further  in- 
formation on  this  subject  we  refer  you  to  a  December  12,  1975  letter  and  mem- 
orandum transmitted  "from  the  Senate  and  House  Committees  on  Aging  over  the 
signatures  of  the  Chairmen,  Senator  Frank  E.  Moss  and  Representative  Claude 
S.  Pepper  to  the  Secretary  of  the  Department  of  Health,  Education,  and  Welfare. 

The  National  Council  for  Homemaker-Home  Health  Aide  Services  respectfully 
and  urgently  suggests  that  the  President's  proposed  changes  are  so  major  and 
so  far  reaching  in  their  impact  on  the  elderly  and  disabled,  on  health  care  pro- 
viders and  on  the  states  that  they  should  not  be  enacted  except  for  putting  caps 
on  covered  costs  to  the  beneficiaries.  It  would  be  far  better  to  enact  a  compre- 
hensive health  care  program,  which,  if  properly  structured,  would  stress  preven- 
tive services  including  in-home  care  as  the  first  line  of  health  care,  with  institu- 
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tional  care  being  the  last  alternative.  As  the  Senate  Special  Committe  on  Aging 
December  1974  report  states,  "Home  health  care  receives  a  very  low  priority  in 
the  United  States.  .  .  .  This  glaring  lack  of  policy  is  all  the  more  evident  when 
American  health  delivery  services  are  compared  with  some  European  systems 
where  home  health  is  a  full  partner  in  a  genuine  continuum  of  care." 

The  National  Council  for  Homemaker-Home  Health  Aide  Services  appreciates 
very  much  the  opportunity  to  present  its  views  on  this  topic  to  the  subcommittee 
since  it  is  one  of  such  vital  importance  to  all  of  us. 


National  Health  Law  Pkogram, 
Los  Angeles,  Calif.,  Fe1)ruary  11,  1976. 
Re  hearing  on  the  President's  medicare  "improvement"  proposals,  February  9-11. 
Representative  Daniel  Rostenkowski, 

Chairman,  Subcommittee  on  Health,  House  Committee  on  Ways  and  Means, 
Washington,  D.C. 

Dear  Mr.  Chairman  :  The  National  Health  Law  Program  (NHeLP)  is  a  Legal 
Services  Corporation-funded  support  center  which  provides  technical  and  litiga- 
tion assistance  to  neighborhood  legal  services  attorneys  throughout  the  country 
on  behalf  of  clients  who  have  encountered  problems  in  obtaining  high  quality 
health  care.  Since  its  inception  in  1969,  NHeLP  has  devoted  substantial  program 
resources  to  representing  the  interests  of  low-income  Medicare  beneficiaries. 
Nearly  16  percent  of  all  persons  over  65  years  of  age  are  poor,  as  are  3.6  million 
of  the  23  million  Medicare  beneficiaries.  It  is  from  this  consumer  perspective  that 
we  submit  the  following  letter  to  be  included  in  the  record  of  the  Subcommit- 
tee's hearings  on  the  Administration's  proposed  "improvements"  in  the  Medicare 
program. 

cost-sharing 

In  an  effort  to  reduce  federal  Medicare  outlays,  the  President  proposes  to  in- 
crease substantially  cost-sharing  by  Medicare  beneficiaries.  Rather  than  deal 
with  the  fundamental  problem — unchecked,  rampant  inflation  in  the  health  care 
sector — the  Administration  has  elected  to  shift  more  of  the  burden  of  inflation 
to  those  with  the  least  ability  to  affect  health  care  prices — the  program  bene- 
ficiaries. It  should  be  clear  that  the  Administration's  expected  "savings"  of  $1.3 
billion  comes  at  the  expense  of  the  elderly.  The  impact  of  this  shift  on  the  health 
and  well-being  of  the  elderly  poor  will  be  devastating. 

Specifically,  the  President  proposes  that  Part  A  beneficiaries,  who  currently 
are  required  to  pay  coinsurance  of  $26  per  day  for  the  60th  through  90th  days 
of  hospital  care,  would  be  required  pay  coinsurance  equal  to  10  percent  of  all 
daily  hospital  charges.  Part  B  recipients  would  incur  a  deductible  of  $77  during 
1977,  subject  to  upward  adjustment  during  subsequent  years ;  this  represents  a 
$17  per  year  increase  over  current  deductible  requirements.  Part  B  copayments 
would  remain  at  20%  of  physician  charges,  while  premiums  will  rise  from  $6.70' 
to  $7.30  per  month. 

While  the  increased  cost-sharing  burden  will  not  fall  directly  on  the  3.5  mil- 
lion Medicare  beneficiaries  who  are  also  eligible  for  Medicaid,  it  will  further 
strain  the  fiscal  resources  of  many  of  the  states  which  buy  their  elderly  Medicaid 
beneficiaries  into  Medicare  by  paying  the  deductibles  and  copayments  under 
Parts  A  and  B  and  the  monthly  premium  under  Part  B.  The  Part  B  premium 
increase  alone  will  cost  the  states  $120  million.  The  effects  of  the  recession  on 
state  revenues,  combined  with  the  soaring  prices  for  medical  care,  have  led  to 
reductions  in  Medicaid  benefits  and/or  eligibility  in  20  states  during  1975.  The 
imposition  of  additional  costs  on  the  states  by  the  federal  government  at  this 
time  can  only  exacerbate  the  fiscal  squeeze  in  which  many  states  find  themselves, 
leading  in  turn  to  further  Medicaid  cutbacks  which  harm  both  elderly  and  non- 
elderly  beneficiaries. 

Many  Medicare  beneficiaries  are  poor  by  any  standard  but  are  nonetheless  in- 
eligible for  Medicaid.  The  proposed  increase  in  the  Part  B  deductible,  combined 
with  the  fear  of  having  to  pay  10  percent  of  hospital  charges,  is  certain  to  dis- 
courage many  of  these  beneficiaries  from  seeking  early  diagnosis  and  treatment 
for  their  illnesses.  Not  only  is  such  a  policy  inhumane,  it  is  also  fiscally  irrespon- 
sible. Studies  of  the  impact  of  cost-sharing  on  access  to  ambulatory  care  in  Cali- 
fornia and  Saskatchewan  have  clearly  demonstrated  that,  in  the  long  run,  the 
decrease  in  utilization  of  outpatient  care  resulting  from  cost-sharing  leads  to  an 
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increase  in  the  utilization  of  more  costly  inpatient  services.  Deterred  from  "over- 
utilizing"  ambulatory  care  by  cost-sharing  requirements,  patients  tend  to  wait 
until  they  are  very  ill  before  seeking  care,  requiring  more  expensive  treatment, 
which  often  could  have  been  avoided  at  an  earlier  stage. 

Finally,  we  must  emphasize  that  cost-sharing  in  any  form  imposes  an  unneces- 
sary and  unfair  burden  on  the  elderly  poor,  who  live  on  inadequate  fixed  budgets 
that  can  absorb  cost-sharing  requirements  only  by  foregoing  other  basic  neces- 
sities. The  imposition  of  cost-sharing  for  the  use  of  inpatient  hospital  services 
is  particularly  unfair. 

Physicians,  not  patients,  make  the  decision  as  to  whether  to  hospitalize  and 
for  what  period  of  time.  Placing  more  of  the  hospital  cost  burden  on  the  elderly 
poor  will  add  misery  to  their  lives  but  will  not  alter  their  utilization  of  those 
services.  If  the  federal  government  feels  that  utilization  of  inpatient  hospital 
services  by  Medicare  beneficiaries  is  excessive,  it  should  institute  effective  utili- 
zation review  programs  that  reach  the  decision-maker.  Rather  than  penalize 
the  beneficiary  for  the  physician's  judgment  with  a  co-insurance  requirement, 
lederal  health  policy  should  assure  that  the  physician  and  the  hospital  bear  the 
'nancial  cost  of  unnecessary  utilization. 

CEILINGS  ON   COST-SHARING  LIABILITY 

Under  the  rubric  of  "catastrophic  coverage,"  the  President  proposes  to  limit 
beneficiary  payments  for  covered  services  to  $500  per  annum  for  Part  A  and 
S250  per  annum  for  Part  B.  As  argued  above,  cost-sharing  obligations  on  low- 
income  Medicare  beneficiaries  should  be  sharply  limited,  and  preferably  elimi- 
nated altogether.  While  we  support  the  concept  of  imposing  ceilings  on  total 
cost-sharing  obligations,  the  Administration's  proposal  is  worthless  to  the  elderly 
poor,  who  will  be  driven  beyond  destitution  long  before  they  w^ould  receive  any 
benefit  from  the  ceilings. 

According  to  1974  Bureau  of  Census  data,  the  mean  income  of  individuals  65 
and  over  is  $6,466  per  year.  Of  the  individuals  in  that  age  cohort,  some  15.7% 
fall  below  the  poverty  level  of  .$2,590.  Elderly  men  and  women  who  are  not 
eligible  for  Medicaid  but  live  on  fixed  incomes  near  or  below  the  official  poverty 
level  simply  cannot  afford  to  pay  $750  per  year  in  hospital  and  medical  costs. 
Moreover,  since  the  ceiling  extends  only  to  covered  Medicare  services,  bene- 
ficiaries are  given  no  protection  against  the  costs  of  such  critical  and  expensive 
items  as  out-of-hospital  prescription  drugs,  eyeglasses,  and  hearing  aids.  To  call 
this  proposal  protection  against  catastrophic  illness  is  a  cruel  and  deceitful 
joke  upon  the  nation's  elderly. 

LIMITS  ON  PROVIDER  CHARGES 

The  President  also  proposes  to  limit  increases  in  Medicare  payments  to  insti- 
tutional providers  and  physicians.  Hospitals,  nursing  homes,  and  home  health 
agencies  would  be  limited  to  a  maximum  7  percent  increase  above  1976  per  diem 
or  per  visit  "charges;"  physicians  would  be  limited  to  a  4  percent  increase  above 
their  1976  charges.  As  with  the  proposed  increases  in  cost-sharing  obligations, 
the  estimated  $.9  billion  savings  for  the  Medicare  trust  funds  will  in  all  likeli- 
hood be  shifted  to  other  parties.  While  this  proposal  has  the  appearance  of 
spreading  the  sacrifice  of  cost  containment  to  providers  as  well  as  beneficiaries, 
it  is  unlikely  to  burden  providers  at  all.  Hospitals  can  be  expected  to  pass  their 
charges  in  excess  of  the  7  percent  limitation  on  to  other  third  party  payors  such 
as  Blue  Cross  and  to  self -pay  patients  with  indemnity  or  no  insurance  coverage. 
Physicians  can  be  expected  to  pass  on  their  excess  charges  to  patients  with  pri- 
vate insurance  coverage  and  in  many  cases  to  Medicare  beneficiaries  as  well. 

As  we  indicated  in  our  letter  of  September  24,  the  rate  at  which  physicians 
have  been  accepting  assignment  of  Medicare  claims  from  Part  B  beneficiary  has 
been  declining  continuously  over  the  past  several  years.  Imposition  of  limits  on 
Part  B  fee  increases  will  almost  certainly  precipitate  a  further  reduction  in  the 
nssignment  rate,  leaving  the  elderly,  and  particularly  the  elderly  poor,  more 
exposed  to  ever-increasing  physician  charges.  Accordingly,  any  limitation  on 
physician  charges  under  Part  B  must  be  accompanied  by  a  requirement  that  par- 
ticipating physicians  accept  Medicare  payment  as  payment  in  full.  In  addition, 
participating  physicians  should  be  strictly  prohibited  from  discriminating  against 
Medcare  patients  with  respect  to  the  quality  or  accessibility  of  care. 
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SUMMARY 

The  President's  proposals  for  Medicare  "improvement"  represent  a  cj^nical  and 
iniconscionable  program  for  protecting  Medicare  trust  funds  at  tlie  expense  of 
l)eneflciaries,  particularly  low-income  beneficiaries.  In  enacting  Medicare,  Con- 
gress intended  to  protect  the  elderly  against  the  high  costs  associated  with  the 
treatment  of  illness.  The  Medicare  program  cannot  be  improved  by  imposing 
greater  financial  burdens  on  beneficiaries  through  increased  cost-sharing,  or  by 
limiting  reimbursement  so  as  to  invite  provider  discrimination  against  program 
beneficiaries.  Rather,  effective  cost-containment  must  start  with  industry-wide 
<iost  controls,  followed  by  the  enactment  of  an  equitably  financed,  comprehensive 
national  health  plan  with  universal  coverage  which  contains  effective  mech- 
anisms for  reorganizing  the  delivery  system  along  more  efficient  lines.  We  urge 
this  Subcommittee  to  reject  the  President's  proposals  and  begin  the  task  of  devel- 
oping a  real  solution  to  the  health  problems  of  Medicare  beneficiaries  and  other 
Americans. 

Very  truly  yours, 

Patricia  A.  Butler,  Associate  Director. 
Lawrence  R.  Mullen,  Staff  Attorney. 
Andreas  G.  Schneider,  Staff  Attorney. 


State  of  New  Jersey, 
Office  of  the  Governor, 

Trenton,  February  0, 1976. 

Hon.  Dan  Rostenkowskt. 

Chairman,  House  Ways  and  Means  Committee,  Sudcommittee  on  Health, 
Washington,  D.C. 

Dear  Mr.  Chairman  :  On  behalf  of  New  Jersey's  797,000  Medicare  enrollees,  I 
am  compelled  to  respond  to  President  Ford's  Medicare  Improvement  Act.  Gov- 
ernor Byrne's  administration  has  steadfastly  supported  the  interests  of  New 
Jersey's  elderly  population  by  creating  a  Task  Force  on  the  Special  Needs  of  the 
Elderly  and  by  purposely  expanding  the  availability  of  social  and  medical  serv- 
ices to  this  age  group ;  to  endorse  the  proposed  legislation  would  be  inconsistent 
with  this  administration's  established  position. 

President  Ford's  proposal  represents  the  second  attempt  in  less  than  one  year 
to  raise  the  cost-sharing  requirements  of  the  Medicare  program.  The  first  proposal 
called  for  a  $12  increase  from  $92  to  $104  in  deductible  payments  under  Part  A 
of  Medicare.  For  New  Jersey's  209,000  Part  A  beneficiaries,  this  increase  will  re- 
sult in  an  additional  cost  to  them  of  $37,000,000.  We  have  already  gone  on  record 
"to  condemn  these  increases.  Neither  can  we  now  condone  the  cost-sharing  increases 
which  President  Ford  advocates  under  the  Medicare  Improvement  Act. 

The  President  calls  for  a  ceiling  of  $500  in  coinsurance  payments  and  $250  in 
deductibles.  The  intent  of  this  provision  is  laudable;  it  tries  to  prevent  the 
elderly  from  dissipating  their  limited  resources  on  care  for  chronic  or  catas- 
trophic illnesses. 

However,  the  thrust  of  the  proposal  is  to  encourage  use  of  the  most  expensive 
health  care  services — acute  inpatient  hospital  care — while  minimizing  access  to 
preventative  care  services  which  are  frequently  less  expensive,  and  not  neces- 
sarily hospital  based.  This  skewed  distribution  of  benefits  is  accomplished  by 
increasing  the  immediate  cost  sharing  requirements  facing  Medicare  beneficiaries, 
for  both  hospital  usage  and  ambulatory  or  home  health  care  services.  This  pro- 
posal's failure  to  differentiate  cost-sharing  levels  by  type  of  service  is  intolerable. 
If  any  deductibles  and  copayments  are  to  be  expanded  they  must  not  apply  to 
ambulatory  and  home  health  services. 

By  increasing  the  deductibles  under  Medicare  Part  A  and  Part  B,  this  pro- 
posal will  make  it  considerably  more  diflScult  for  the  elderly  poor  to  obtain  health 
care  services  unrelated  to  catastrophic  illness.  The  increased  deductibles  will 
particularly  affect  New  Jersey's  300,000  aged  poor,  who  rely  primarily  upon  So- 
cial Security  and  Supplementary  Security  incomes  to  earn  a  per  capita  average 
of  $2,400  per  year,  or  $200  per  month.  If  one  assumes  that  an  elderly  individual 
living  on  this  income  pays  $100  per  month  in  rent,  $10  per  month  in  utilities  and 
$40  per  month  for  food — hardly  liberal  assumptions —  he  would  have  only  $600 
remaining  at  the  end  of  the  year  with  which  to  pay  proposed  Medicare  copay- 
ments of  $750.  Even  if  this  Medicare  patient  were  to  incur  only  such  liability  as 
Is  necessary  to  qualify  for  Medicare  benefits,  he  would  spend  $181  before  he 
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could  enter  tlie  Medicare  system,  thereby  reducing  his  disposable  income  to  $419 
per  year,  or  $35  per  month. 

Furthermore,  increasing  beneficiaries'  financial  participation  only  exacerbates 
low  income  elderly's  already  restricted  access  to  health  care  services.  As  health 
economist,  Karen'  Davis,  has  documented,  although  ninety-five  percent  of  the 
aged  are  Medicare  recipients,  beneficiary  income  levels  are  positively  correlated 
with  service  utilization.  Those  elderly  with  incomes  under  $5000  effect  medicare 
reimbursements  at  less  than  one-half  the  amount  of  elderly  persons  with  in- 
comes over  $15,000. 

Beyond  the  restrictions  which  President  Ford's  proposal  places  on  the  elderly's 
demand  for  medical  services,  the  proposed  limitations  on  cost  increases  in  hos- 
pitals, nursing  homes,  and  home  health  services  will  alo  seriously  affect  the 
supply  of  medical  facilities.  The  proposed  limitations  on  cost  increases  are  un- 
related to  the  real  cost  dynamic  of  providing  these  medical  services.  If  a  service 
is  not  reimbursed  at  cost,  supply  will  restrict  itself,  often  resulting  in  two 
standards  of  health  care.  Difiiculties  which,  for  similar  reasons  in  the  past,  have 
plagued  New  Jersey'  Medicaid  long-term  care  program,  will  begin  to  afilict  the 
Medicare  program.  It  vrill  suddenly  become  difllcult,  for  example,  to  place  a 
Medicare  patient  in  a  nursing  home  while  a  private  paying  patient  will  have 
no  observable  diflSculty. 

We  recommend  to  you  the  path  that  Xew  Jersey  has  adopted.  Our  Depart- 
ment of  Health  recently  established  a  rate-setting  system  for  hospitals  which 
we  believe  establishes  a  fair  rate  for  each  facility  based  upon  that  facility's 
reasonable  costs.  As  we  have  recognized  in  New  Jersey,  the  rate  increases  must 
be  tied  to  the  patient  mix  characteristics  of  the  facility,  the  relative  proportion 
of  elderly  inpatient  populations  may  argue  for  cost  increases  which  significantly 
diverge  from  President  Ford's  proposed  7 %  ceiling. 

Let  the  Medicare  rate  be  set  under  similar  guidelines  by  the  State  rate-setting- 
process,  where  such  a  process  currently  exists,  and,  where  it  does  not,  assist 
those  states  to  develop  such  capability.  Such  a  process  can  make  a  difference. 
This  year  New  Jersey  anticipates  holding  down  hospital  rate  increases  to  an. 
average  of  9%,  compared  with  the  astronomical  rises  affecting  hospital  costs 
throughout  the  country. 

We  suggest  that  true  improvements  and  long  term  savings  in  the  Medicare 
program  do  not  call  for  increasing  the  burden  of  the  aged  poor,  but  rather  for 
restructuring  the  service  utilization  patterns  of  consumers  and  realistically 
controlling  health  system  costs. 
Sincerely, 

Lewis  B.  Kaden, 
Special  Counsel  to  the  Governor. 


City  of  Philadelphia,  Trustee, 
Board  of  Directors  of  City  Trusts, 

Philadelphia,  Pa.,  February  3, 1976. 

Hon.  Daniel  Rostenkowski, 

Chairman,  Health  Subcommittee,  Committee  on  Ways  and  Means, 
Washington,  D.C. 

Dear  Congressman  Rostenkowski  :  I  have  been  reviewing  the  President's  pro- 
posals for  health  legislation  on  Medicare  and  would  like  to  present  my  thinking^ 
for  your  consideration. 

Of  the  six  points  President  Ford  advocates,  four  are  concerned  with  increas- 
ing the  amount  of  hospital  and  physician  charges  paid  by  the  patient  and  two 
are  cost  limitations  on  the  system  itself. 

I  agreed  in  principle  with  the  patient  sharing  the  costs  of  health  care  but 
think  that  a  ten  percent  (10%)  deductible  for  hospitalization — up  to  but  not 
exceeding  $500 — is  too  high  for  the  average  Medicare  beneficiary  who  is  already 
on  a  limited  income.  Further,  I  find  the  recommended  increase  of  twenty-eight 
percent  (28%) — or  approximately  $60  to  $77 — to  supplement  the  medical  insur- 
ance part  of  Medicare  also  too  high.  If  these  deductible  features  must  be  in- 
creased, and  I  am  not  all  sure  that  this  is  so,  the  changes  should  be  more  gradual 
and  related  to  other  economic  factors,  such  as  cost  of  living  increases.  Rapid 
and  marked  increases  in  health  care  expenses  to  our  senior  population  is  not 
only  unfair  but  will  most  likely  depress  the  use  of  necessary  services. 

I  take  great  exception  to  the  proposal  to  limit  cost  increases  to  seven  percent 
(7%)  for  hospitals  and  four  percent  (4%)  for  physicians.  Unless  the  current 
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Administration  is  willing  to  undertake  cost  ceilings  throughout  the  economy, 
singling  out  the  health  care  industry  is  not  only  discriminatory  but  highly  in- 
effective. Since  health  care  costs  are  so  much  related  to  the  price  of  supplies 
and  equipment,  utility  expenses  and  personnel  costs — and  particularly  the  lat- 
ter— these  areas  must  also  be  controlled  so  as  not  to  adversely  effect  the  quality  of 
professional  and  hospital  services. 

As  a  hospital  trustee,  I  am  concerned  that  the  type  and  amount  of  federal 
regulation  proposed  accomplish  our  common  goals  of  improved  accessability 
and  higher  quality  care  for  the  American  people  instead  of  the  reverse,  and  very 
much  appreciate  your  consideration  of  my  remarks. 
Sincerely, 

Edward  J.  Kane. 


Statement  of  Philadelphia  Corporation  for  Aging 

The  Philadelphia  Corporation  for  Aging,  the  designated  area  agency  on  aging 
in  the  City  of  Philadelphia,  wishes  to  go  on  record  in  opposition  to  the  Admin- 
istration's proposals  in  regard  to  Medicare.  We  were  shocked  to  learn  from  the 
Senate  Special  Committee  on  Aging  that  as  of  April,  1975,  Medicare  was  paying 
only  38.1%  of  the  medical  bills  of  the  elderly  and  that  the  elderly  are  now  paying 
more  out  of  their  pocket  for  medical  care  than  they  did  the  year  before  Medicare 
was  enacted.  We  would  propose  that  any  "catastrophic"  health  insurance  pro- 
gram make  certain  that  it  did  not  cost  the  Medicare  patient  more  than  that 
person  is  currently  paying. 

For  those  who  are  not  poor  enough  to  have  Medicaid  coverage,  the  Administra- 
tion's Medicare  proposal  would  be  disastrous.  In  Pennsylvania,  for  example,  a 
person  can  qualify  for  SSI  and  concomitant  Medicaid  benefits  only  if  his  or  her 
income  is  $2,120  or  less  per  year.  Few  elderly  people  with  incomes  over  that 
amount  can  qualify  for  Medicaid  only.  The  individual  whose  income  is  $2,200, 
for  example,  would  have  to  pay  significantly  more  than  he  or  she  now  pays 
for  even  a  few  days  hospital  stay  due  to  the  proposal  that  co-insurance  begin 
on  the  first  day  of  hospitalization.  At  present,  the  $104  deductible  policy  for 
a  hospital  stay  is  diflScult  enough  for  someone  on  a  low  income.  To  establish  a 
maximum  payment  of  $500  per  year  in  hospital  bills,  including  the  deductible 
and  the  10%  co-insurance  rate,  would  mean  that  even  for  a  relatively  short 
hospital  stay  an  older  person  would  be  paying  a  very  high  percentage  of  his 
or  her  yearly  income  (in  some  cases  up  to  25%)  on  medical  expenses  alone. 

There  is  no  doubt  that  coverage  for  catastrophic  illness  must  be  planned  at  the 
Federal  level,  not  only  for  the  elderly  but  for  all  Americans.  Far  too  often  we 
hear  of  people  whose  entire  savings  were  wiped  out  as  a  result  of  an  illness, 
leaving  them  impoverished  in  their  retirement  years.  However,  the  plan  regard- 
ing hospital  insurance  recently  put  forward  by  the  Administration  will  hurt 
more  people  than  it  will  benefit.  By  counting,  as  it  does,  on  increasing  the 
deductible  under  Part  B  now  and  scheduling  automatic  increases  in  the  future 
(paralleling  social  security  increases),  the  government  plays  the  crudest  of  all 
tricks — giving  with  one  hand  and  taking  away  with  the  other. 

It  is  very  important  to  focus  on  catastrophic  illness,  but  health  care  planning 
must  stress  preventive  care — protecting  workers  from  health  hazards  at  the 
work  place,  minimizing  the  unhealthy  effects  of  industrial  pollution,  education  of 
the  public  in  nutritional  needs  and  general  health  care,  and  periodic  physical 
examinations  to  catch  disease  at  its  earliest  stages.  We  believe  that  if  poor 
health  could  be  minimized  in  the  early  and  middle  years,  untold  suffering  in 
old  age  could  be  eliminated.  In  addition,  we  believe  that  preventive  health  care 
would  cost  far  less  in  the  long  run.  Even  if  it  costs  the  same  amomit  of  money 
as  it  does  now,  preventive  health  care  makes  much  more  sense.  Finally,  we 
believe  that  a  national  health  insurance  system  must  be  created  to  address  pre- 
ventive health  care  as  well  as  catastrophic  illness.  We  are  opposed  to  any  plan 
which  would  make  the  aged  pay  more  than  they  must  now  pay  for  medical  care. 


Statement  of  The  U.S.  Catholic  Conference,  The  Catholic 
Hospital  Association 

The  United  States  Catholic  Conference,  the  Catholic  Plospital  Association,  and 
the  National  Conference  of  Catholic  Charities  welcome  the  opportunity  to  sub- 


281 


mit  comments  on  certain  proposals  by  ttie  Administration  to  amend  Title  XVIII 
of  the  Social  Security  Act. 

The  Catholic  Church,  through  its  almost  TOO  hospitals,  200  nursing  homes,  its 
clinics,  medical  and  nursing  schools,  and  other  health  institutions  is  a  vital  part 
'jf  this  nation's  health  care  delivery  system.  Health  facilities,  under  Church 
sponsorship,  provide  care  for  about  25  million  patients  annually.  Approximately 
^'lie-quarter  of  the  acute  care  voluntary  beds  in  the  United  States  and  homes  for 
•J  j.uuo  aged  persons  are  operated  under  Catholic  auspices. 

Om-  health  apostolate  is  not  confined  to  institutions.  For  example,  through  the 
East  Coast  Migrant  Health  Project  Catholic  Health  personnel  in  conjunction  -^-ith 
local  health  organizations,  provided  care  to  over  35,000  migratory  workers  last 
year,  in  areas  from  Southern  Florida  to  Northern  New  York  State.  Catholic 
religious  and  lay  people  seek  out  and  administer  to  the  ill  in  the  inaccessible 
regions  of  Appalachia,  as  well  as,  urban  centers  such  as  New  York. 

This  large  and  complex  community  of  health  providers  has  grown  over  a 
period  of  200  years,  during  which  time  the  Church  has  applied  the  principle 
that  every  person  has  a  fundamental  right  to  health  care.  This  right  flows  from 
the  right  to  life  itself. 

It  is  in  this  context  of  experience  and  conviction  that  we  wish  to  offer  our 
observations  on  the  President's  proposals  to  amend  Medicare. 

The  amendments  being  considered  by  this  Subcommittee  would  require  Medi- 
care patients  to  pay  an  annual  coinsurance  plus  an  amount  equal  to  ten  percent 
of  their  hospital  and  nursing  home  care  charges,  until  a  ceiling  of  $500  yearly 
is  reached.  Medicare  beneficiaries  would  continue  to  pay  an  annual  deductible 
plus  twenty  i^ercent  of  reasonable  charges  for  physician  services  until  a  ceiling 
of  .S2.5U  yearly  is  reached.  Additionally,  the  annual  deductible  of  $60,  under 
Supplemental  Medical  Insurance,  would  be  raised  to  S7T  and  would  increase 
further  in  subsequent  years. 

The  Administration's  contention  that  such  revisions  in  the  Medicare  program 
would  benefit  elderly  and  disabled  beneficiaries  is  misleading.  In  order  to  receive 
full  benefit  from  the  Administration's  proposed  amendments,  a  patient  would 
have  to  be  hospitalized  for  about  75  days.  After  this  period  no  additional  hospital 
costs  would  be  incurred.  However,  the  average  length  of  hospitalization  for 
Medicare  patients  is  11  days.  Experience  indicates  that  only  one  out  of  300 
^Medicare  beneficiaries — less  than  one-half  of  1  percent — would  benefit  from 
the  .'^.dOO  ceiling.  The  other  299  beneficiaries  would  experience  an  average  rise 
in  personal  hospital  expenses  from  the  present  $104  to  a  minimum  of  about  $250 
per  stay.  In  our  judgment  the  "Medicare  Improvements  of  1976"  and  the  esti- 
mated savin j;s  in  Federal  tax  dollars  which  will  flow  therefrom  will,  in  fact, 
mean  an  increased  financial  burden  to  the  25  million  people  eligible  for  Medicare. 

To  impose  additional  financial  burden  on  those  who  are  least  able  to  bear  it. 
is  to  abandon  the  commitment  to  basic  social  needs  sought  by  the  enactment  of 
Social  Security.  Given  the  critical  importance  of  only  a  few  dollars  to  those  on 
small,  fixed  incomes,  the  Administration's  amendments  are  tantamount  to  partial 
rei>eal  of  Title  XVIII. 

In  previous  testimony  before  the  full  Committee  on  Ways  and  Means,  we  em- 
phasized that  there  is  no  rationale  for  coinsurance  and  deductibles.  Our  position 
remains  unchanged.  Coinsurance  and  deductibles  serve  only  to  block  access  and 
pen^etuate  the  financial  and  personal  inequity  of  our  present  delivery  of  health 
care  to  the  aged  and  disabled. 

The  Administration's  statement  that  added  financial  restraints  are  necessary 

.  .  to  provide  incentives  against  excessive  use  of  services  .  .  ."  is  based  on 
false  assumptions.  The  aged,  just  as  young  people,  do  not  relish  the  prospect 
of  hospitalization.  In  most  instances,  their  entrance  into  a  hospital  results  from 
the  judgment  of  a  physician,  based  on  the  need  of  the  patient.  Effective  systems 
of  hospital  utilization  review  and  physician  peer  review  are  now  being  developed 
and  coinsurance  and  deductibles  are  a  diminishing  factor  in  preventing  over- 
utilization  of  the  health  care  system.  Those  who  would  abuse  the  system,  in- 
tentionally or  unintentionally,  are  being  discouraged  by  other,  more  appropriate 
means. 

The  existing  arrangement  of  coinsurance  and  deductibles  serves  to  encourage 
the  ill  to  delay  seeking  medical  attention,  until  they  have  no  choice  but  to  con- 
sult a  physician.  Their  condition  often  deteriorates  until  there  is  no  alternative 
to  hospitalization.  Treatment  of  the  more  advanced  stages  of  illnesses  results 
in  increased  cost  to  the  elderly,  to  the  provider,  and  to  the  Medicare  program. 
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We  urge  the  Subcommittee  to  reject  the  Administration's  request  to  increase 
coinsurance  and  deductibles  under  Medicare  Improvements  of  1976. 

A  second  proposal  in  the  Administration's  Medicare  amendments  would  limit 
to  seven  percent  the  increase  in  the  reimbursable  cost  of  per  diem  for  hospitals, 
nursing  homes,  and  home  health  agencies,  and  vrould  limit  the  same  increases 
in  reimbursement  for  customary  and  prevailing  physicians'  charges  to  four  per- 
cent. Again,  there  appears  to  have  been  little  consideration  given  to  the  avail- 
ability and  quality  of  medical  care  to  Medicare  beneficiaries. 

Health  costs  will  rise  in  an  inflationary  economy.  In  the  past  few  years  the 
rise  in  health  costs  has  exceeded  the  inflationary  rates  of  many  other  economic 
sectors.  This  Subcommittee  is  well  aware  of  the  causes  of  rapid  inflation  in 
health  care  services,  so  we  need  not  reiterate  those  causes  at  this  time. 

We  will,  however,  point  out  the  conclusions  drawn  from  our  experience  with 
ceilings  on  inflation  in  hospital  and  physician  services.  Hospital  costs  exceeding 
imposed  limitations  are,  by  necessity,  passed  on  to  non-medicare  patients.  We 
are  apprehensive  that  this  will  occur  again  under  the  Administration's  proposals. 

In  addition,  experience  v.ith  cost  regulations  has  shown  that  services  are  re- 
duced and  often  basic  health  care  is  diflBcult  to  provide.  Less  than  one-half  of 
physicians  now  accept  Medicare  assignments.  Under  the  "Medicare  Improve- 
ments of  1976,"  an  even  smaller  number  would  participate.  Hospitals  would  in- 
evitably reduce  the  services  offered  Medicare  patients. 

This  does  not  mean  that  Catholic  providers  wish  to  ignore  the  problem  of  in- 
flation in  health  services.  Indeed,  Congress  has  devised  a  number  of  solutions 
which  address  the  important  causes  of  the  present  economic  situation  in  delivery 
of  health  care.  Catholic  health  personnel  have  been  very  active  participants 
in  the  implementation  of  P.L.  93-641,  the  National  Health  Planning  and  Re- 
sources Development  Act.  They  are  establishing  utilization  review  and  peer  re- 
view programs.  Hopefully  these  programs,  which  have  as  their  objective,  quality 
care  and  ready  access  at  a  reasonable  cost,  will  make  a  substantial  contribution 
to  that  end.  Congress  gave  long  and  thorough  consideration  in  the  enactment  of 
these  programs.  Their  development  has  been  somewhat  difiicult,  but  it  is  im- 
portant that  they  succeed.  It  would  seem  ill-advised  to  disrupt  their  implementa- 
tion by  imposing  temporary  and  disruptive  economic  measures  on  the  entire 
effort. 

In  conclusion,  we  would  like  to  recommend  that,  as  this  Subcommittee  con- 
siders the  "Medicare  Improvements  of  1976,"  it  will  bear  in  mind  the  goal  it  is 
seeking  in  guaranteeing  the  fundamental  right  of  health  for  all  citizens.  As  we 
have  previously  stated  to  the  Ways  and  Means  Committee,  the  health  care 
needs  of  our  elderly  have  never  been  adequately  met.  A  health  system  based 
on  the  ability  to  pay  often  prevents  basic  medicare  assistance  to  our  elderly.  As 
this  Subcommittee  moves  forward  with  deliberations  on  National  Health  In- 
surance, it  should  consider  meeting  the  urgent  needs  of  the  aged  and  disabled 
poor  as  a  forerunner  to  successfully  drafting  a  broader  program  for  all  of  our 
people.  With  this  thought  in  mind,  we  again  urge  you  to  reject  the  Administra- 
tion's "Medicare  Improvements  of  1976." 

Again,  thank  you  for  the  opportunity  to  offer  our  comments  on  the  proposals 
before  you.  Please  be  assured  that  we  remain  available  to  provide  whatever 
assistance  possible  to  the  Subcommittee. 


Statement  of  the  Washi:\^gton  Hospital  Centee,  R.  M.  Loughery, 
Administrator 

We,  at  the  Washington  Hospital  Center,  the  largest  private  hospital  in  the 
city,  wish  to  go  on  record  as  opposing  the  7%  limitation  on  hospital  per  diem 
reimbursement  contained  in  the  President's  budget  proposal  on  Medicare. 

I  realize  that  these  limitations  are  only  in  the  drafting  stage,  but  this  un- 
realistic proposal  needs  to  be  addressed  immediately.  I  am  grateful  that  your  sub- 
committee has  included  this  item  on  its  agenda. 

The  7%  limitation  again  shows  the  inadequate  or  non-existent  data-base  used 
to  develop  these  figures.  This  amount  would  be  so  restrictive  as  to  cause  hardships 
and  program  curtailment  similar  to  the  ill-conceived  Cost  of  Living  Council  guide- 
lines in  1973. 

Based  upon  our  current  financial  projections  to  maintain  current  services  and 
add  some  selected  necessary  new  programs,  our  costs  will  increase  over  17% 
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during  1976.  This  budget  for  1976  was  planned  and  prepared  in  an  attempt  to 
fultiirour  responsibility  as  a  commmiity  hospital  as  thoroughly  as  possible  with 
the  available  resources. 

Once  again  the  proposed  limitation  disregards  the  reasonable  cost  reim- 
bursement philosophy  of  the  Medicare  program  which  is  to  cover  all  the  necessary 
expenses  incurred  in  the  delivery  of  services  related  to  Medicare  patients.  The 
reasonable  and  necessary  Medicare  costs  over  the  restrictive  7%  must  then 
be  shifted  to  non-Medicare  patients.  This  reimbursement  philosophy  which  ignores 
any  "fair  share"'  concept  continually  shifts  the  financial  burden  to  the  decreasing 
number  of  full  charge  patients.  If  this  contraction  of  full  costs  continues  at  the 
present  compounding  rate,  possibly  the  only  alternatives  left  to  hospitals  will 
be  to  consider  curtailing  services  or  re-evaluating  the  availability  of  some 
programs. 

I  am  attaching  supportive  documentation  highlighting  some  of  the  increases 
in  the  basic  costs  confronting  the  health  care  industry.  These  are  uncon- 
trollable costs — some  mandated  such  as  tax  increases  (e.g. — both  the  rate  and 
the  base  for  F.I.C.A.  and  unemployment)  and  Medicare's  own  programs  which 
produce  or  contribute  to  higher  costs — some  forced  by  general  economic  pressures 
such  as  increased  energy  costs  and  the  almost  unbelievable  increases  in  mal- 
practice insurance  costs. 

We  firmly  believe  that  cost  control  and  cost  containment  can  be  accomplished 
in  the  health  care  field  by  responsible,  realistic  measures,  using  a  data-base 
that  considers  the  unique  problems  of  our  industry,  not  the  arbitrary  ceilings 
being  proposed  by  the  administration. 

A  GEXEKAL  COMPARISOX 

Operating  costs  were  broken  down  into  salary  and  non-salary  portions.  Below 
is  the  percentage  increase. 

[In  percent! 


Total  operating 
costs,  increase 
over  prior  year 

Breakdov/n  of  total  cost  increases 
Salary  Nonsalary 

Years: 

1975   

-     -M7.7 

-f-17.6 

-fl7.9 

1976  budget   

   -1-17.6 

-M5.9 

-L20.2 

Percentage  increases  in  payroll  expenses  budgeted  in  1976  are  lower  than  the 
increases  in  non-payroll  expenses.  When  the  over  all  rise  in  costs  is  considered, 
the  payroll  portion,  which  is  partially  controllable,  had  a  leveling  influence.  This 
would  indicate  that  although  a  portion  of  the  increased  expenditures  went  to 
new  programs,  most  of  the  increases  were  caused  by  the  increased  input-prices 
hospitals  have  to  pay  for  basic  non-controllable  goods  and  services. 

A  SPECIFIC  ITEil 

Malpractice  insurance  increased  out  of  proportion  to  any  economic  forecast. 

Percent  increase  liaMlity  insurance  costs  over  prior  year 
Years :  Percent 

1975   +49.8 

1976  budget  -f  71.  8 

Our  long-range  planning  at  this  point  does  not  anticipate  any  leveling  in  this 
incredible  increase  in  malpractice  rates. 


STATEME^-T  OF  THE  Westchestee  County  (N.Y.)  Medical  Cextee,  Baeby  Gold. 
CPA,  Associate  Directoe  for  Fiscal  Seevices 

My  name  is  Barry  Gold.  I  am  Associate  Director  for  Fiscal  Services  of  the 
Westchester  County  Medical  Center  in  Valhalla,  Xew  York.  I  am  concerned  over 
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the  new  limitation  proposed  by  President  Ford  in  Medicare  reimbur;sements  and 
I  hope  you  will  be  interested  in  hearing  how  it  would  affect  hosptals  such  as  ours. 

For  the  past  couple  of  years  the  Federal  Government  has  been  attempting  to 
to  reduce  hospital  reimbursements  for  Medicare.  Effective  with  1975,  ceilings 
were  imposed  on  Medicare  reimbursements  for  routine  costs.  These  cutbacks, 
cost  our  hospital  $65  a  day  or  one  million  dollars  annually.  This  loss  has  already 
caused  us  to  pare  severely  staff  and  services. 

Hospital  costs,  as  all  other  costs,  have  gone  up  in  spite  of  our  best  efforts  to 
cutback.  Fuel,  wages  and  insurance  costs  are  beyond  our  control.  Many  of  our 
costs  are  escalating  because  of  more  stringent  State  and  Federal  codes  and  regu- 
lations regarding  health  and  hospital  care  and  the  methods  by  which  such  care 
must  be  provided. 

With  the  New  York  Governor  proposing  decreases  in  Medicaid  and  Blue  Cross 
reimbursements,  and  the  Federal  government  proposing  limitations  in  Medicare 
reimbursements,  the  resulting  shortfall  in  funds  could  only  be  recovered  in  two 
ways,  both  undesirable : 

1.  From  the  self -paying  patient  who  would  then  be  subsidizing  the  insured 
patients,  and 

2.  From,  in  our  own  case,  the  County  taxpayer  whose  taxes  would  have 
to  reflect  the  additional  unrelieved  operating  costs. 

To  propose  a  limit  of  7%  on  increases  over  1976  in  Medicare  reimbursements 
while  at  the  same  time  estimating  a  14%  increase  in  health  care  costs  and 
allowing  a  9%  wage  increase  for  government  workers  does  not  seem  either 
equitable  or  reasonable. 

I  urge  your  careful  consideration  of  the  proposed  Medicare  reimbursement 
limitation. 
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